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EXECUTIVE SUMMARY
ARIZONA PUBLIC SERVICE COMPANY

DOCKET no. E-01345A-19-0236

The purpose of my Surrebuttal Testimony is to address the Rebuttal Testimony of Arizona
Public Service Company ("APS" or "Company"). Specifically, I will be addressing the amount
of base rate increase and the adjustments to rate base and net operating income.

BASE RATE REVENUE INCREASE

APS had originally requested a total revenue increase of $184 million. In rebuttal, APS
reduced that to $169 million, consisting of a revised net base rate increase of $41 million and $128
million of net adjustor changes.

On Original Cost Rate Base ("OCRB"), including actual Post-Test Year Plant ("PTYP")
additions through June 30, 2020, and using the rate of return recommended by Staff witness Mr.
David C. Parcell, I have calculated a revenue sufficiency for APS of approximately $68,658
million.

Staff is presenting the Commission with two alternatives for the revenue requirement
change on Fair Value Rate Base ("FVRB") using the Fair Value Rate of Return ("FVROR")
recommended by Staff witness Mr. Parcell. Under alternative l, a FVROR increment of zero
percent is applied to the FVRB increment, consistent with financial considerations set forth in Staff
witness Mr. Parcell's Testimony. Under alternative 2, a FVROR increment of 0.30 percent is
applied to the FVRB increment, which is consistent with the fair value legal standard in Arizona.

Under alternative l, APS has a revenue su1"iiciency of approximately $68.178 million.
Under FVROR alternative 2, the base rate revenue sufficiency is approximately $55,235 million.
These amounts compare directly to the amounts in APS's original filing on APS Schedule A-1.

Staff is recommending the use of alternative 2 in this case, which results in a jurisdictional
base rate decrease of approximately $55.235 million, and is consistent with the fair value standard
in Arizona. The following table summarizes how Staff"s Surrebuttal results compare with APS's
original Application and with APS's rebuttal:
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ADJUSTED RATE BASE

I recommend the following adjustments to the OCRB and FVRB proposed by APS
(amounts are in thousands of dollars) :
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EM___
Each of these adjustments is discussed in my Testimony.

Staff"s adjusted rate base and how it compares with APS's is summarized below:

APS Rebuttal
Schedule B-1

APS Original App.
Schedule B-1

Summary of Rate Base
$000'§

Remaining Rate
Base Differences
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Schedule B Difference
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(D)
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12,315,204

The adjusted FVRB has been used by Staff to compute the required base rate revenue
requirement.



ADJUSTED NET OPERATING INCOME

I also recommend several adjustments to net operating income, as summarized in the
following table (amounts are in thousands of dollars):
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Adu§\ed Net O cnalinn Incumc trAPS
Adus\ed Net cnllin Income crS\all

1.128
3,034

34.182
64(),"l8
67/.4lX)

(I.599) s
(4,081) $

u 4,osl» s
s
s

____

NEW DEPRECIATION RATES

For the new depreciation rates to be applied for APS in this case, I am recommending a
method for recovering cost of removal/negative net salvage that is based on Statement of Financial
Accounting Standards No. 143 ("FAS 143") concepts. This results in lower amounts conently for
cost of removal/negative net salvage than APS reflected in its proposed depreciation rates and
could help facilitate cost savings if APS pursues securitization of costs related to fossil fueled
generation that is projected for retirement. The related adjustments are shown on Attachment
RCS-9, Schedules C-14 and C-15.

I have also reflected the two new adjustments to depreciation rates that APS presented in
its rebuttal filing: (1) use a six-year (rather than a nine-year) amortization period for the Palo Verde
nuclear excess depreciation reserve, and (2) use a 40-year (rather than a 30-year) estimated useful
life for solar generation facilities identified by APS as AZ Sun. The related adjustments are shown
on Attachment RCS-9, Schedules C- 14A and C-14B .



APS DEFERRALS

My Surrebuttal Testimony addresses a request by APS in the current case to continue the
Four Corners SCR and OMP deferrals from January 1, 2020, to the effective date of new rates,
and to continue to use defenal accounting for property taxes. I also explain that Staff is not
proposing an adjustment to APS's rate base for Cloud Computing costs. Staff does not support
APS'srequest to continue deferrals for property taxes.

APS ADJUSTOR MECHANISMS

APS's Rebuttal Testimony presents a Company request for a new adjustor mechanism -
the Advanced Energy Mechanism ("AEM"), under which APS proposes to recover amounts
related to its Coal Community Transition ("CCT") commitment, among other costs. I address the
Company's request for CCT commitment costs and a limited CCT commitment adjustor
mechanism. I also address and recommend against approving APS's proposed AEM.

I also address APS's proposal to continue the TEAM balancing account and to keep lost
fixed cost recovery amounts in the LFCR mechanism.
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INTRODUCTION

Q. Please state your name, position, and business address.

IA. Ralph C. Smith. am a Senior Regulatory Consultant at Larldn & Associates, PLLC

("Larkin"), 15728 Farmington Road, Livonia, Michigan 48154.

Q. Are you the same Ralph C. Smith who previously filed Direct Testimony in this case?

A. Yes. I filed previously filed Direct Testimony on behalf of Staff in this proceeding on

October 2, 2020.

Purpose of SurrebuttaI Testimony

Q. What is the purpose of your Surrebuttal Testimony you are presenting?

A. The purpose of my Surrebuttal Testimony is to respond to APS's Rebuttal Testimony

concerning the amount of revenue deficiency, rate base and adjusted net operating income.

I also address APS's updated proposals for depreciation rates, and APS's proposal for

recovery of costs related to the Company's Coal Community Transition ("CCT")

commitment. I also address APS's requested accounting deferrals and certain aspects of

APS's surcharges/riders.

Q. What APS witness Testimony are you responding to?

A. Generally, my Surrebuttal Testimony responds to issues or topics addressed in the

Testimony of APS witnesses Guldner, Lockwood, Snook, Hobbick, Albert, Blankenship,

and White.

Q. Please briefly describe the information you reviewed in preparation for your

Surrebuttal Testimony.

A.

1

2

3

4

5

6

7

8

9

10

1 1

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

The information I reviewed included APS's Rebuttal Testimony and workpapers, as well

as information that was cited in my Direct Testimony, including APS's Application and
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Direct Testimony, APS's responses to Data Requests ("DRs") of Staff and other parties,

information provided to me by Staff, and other publicly available information.

Content of Attachments to Testimony

Q. Have you attached any exhibits to be filed with your Surrebuttal Testimony?

A. Yes, Attachment RCS-9 presents Staffs updated revenue requirement summary and

adjustment schedules. Attachment RCS-10 presents APS's responses to Staff DR set 31,

which address adjustments presented in APS's rebuttal for the TEAM balancing account.

REVENUE REQUIREMENT

Summary ofAPS's Requested Increase

Q. Please briefly summarize APS's basis for its request for a rate increase.

A. Using a test year ending June 30, 2019, with pro forma adjustments in its filing, APS

originally sought a net base rate increase of $69 million, and proposed to remove $119

million Tax Expense Adjustor Mechanism ("TEAM") credit and transfer to base rates $4

million that is currently collected through several adjustor mechallisms for a net adjuster

change of $115 million. The Company's original Application sought a total revenue

requirement increase of $184 million.

1

2

3

4

5

6

7

8

9

10

1 1

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

In its rebuttal filing, APS has reduced its requested net base rate increase to $41 million,

continues to propose to remove a $119 million TEAM credit and transfer to base rates $4

million that is currently collected through several adjustor mechanisms, and proposes a

new adjustor, the Advanced Energy Mechanism ("AEM"), with estimated funding of

approximately $13 million for the Company's CCT commitment, for net adjuster changes

of $128 million. The total of the $41 million net base rate revenue increase and the $128

million of net adjustor changes in APS's Rebuttal Testimony produces a total revenue

' This amount is shown as $40.47 million on APS witness Snook's Rebuttal Attachment LRS-0lRB, line 18, and on
my Attachment RCS-9, Schedule A, column H, line 20.
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increase of $169 million.2 This is a net reduction of about $15 million from the $184

million that APS sought in its original Application.

Summaljv of S1'a1§"'s Recommendation

Q. What revenue increase does Staff recommend?

A. APS's rebuttal filing requests a $169 million base rate increase (before transferring existing

adjustor mechanisms of $115 million into base rates and reflecting a new APS-requested

AEM adjustor of $13 million) and a $41 million net base rate increase (after accounting

for that adjustor mechanisms transfer into base rates). In comparison with APS's revised

base rate increase request of $41 million, Staff recommends a base rate revenue decrease

of approximately $55.2 million on adjusted Fair Value Rate Base ("FVRB"). A table

comparing APS's requested increase and Staffs recommendation is shown below:

1

2

3

4

5

6

7

8

9

10

II

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

2 See, e.g., APS witness Snook's Rebuttal Testimony, page 12, Table 1, APS Revised Revenue Requirement.



StaHProposed (Smrebuttal)
Percent
Charge

Base Kate Increase Inclusive of.\djustor llansfers and Changes
(Thousands ofDollars) APS Proposed (Rebuttal)

Percent
ChangeDescription

Revenue from Sales to Ultimate Retail Customers
Amount

s 3 *$0441
Amount

s 3,280,441

/

/
(119,252)

3,888
321

-3.61°/o
0.12%
0.01%

s
s
s

s
s
s
s

3.64° o
0.12%
0.01%
-0.41%

(119,252)
3,888

321
(13,350)

l //
s
ss

0.00%
-3.5l°o-3.91°o

Tax Expense Adjustor Mechanism (TEAM)
Environmental Improvement Surcharge (EIS)
Renewable Mag Adjustment Charge (REAC)
Advanced Energy Mechanism (A_r;:\,1)
Coal Community Txansition Commitment (CCTC)
Net Adjuster Charge s

5.15% 1.82%ss2

(115,043)

59,s0s

(128,393)

168,824Total Revenue Decency

s s113% -1.68%40470 (55,235)3 Net Base Rate kicrease (Decease)

l4 Source: Attachment RCS-9, Schedule :L Page l of 2

5

6

7

8

The actual rate changes for customer classes will depend on the rate design and therefore

likely will differ from the overall percentages shown in the above table. In addition, as

discussed in more detail in a later section of my Testimony, Staff is not recommending an

9 initial funding amount for the CCT Adjustor.

10

I I Q. What calculations have you presented in support of that recommendation?

12 A.

13

14

15

On Attachment RCS-9, Schedule A, page 1, I present an updated calculation of the revenue

deficiency for APS on Original Cost Rate Base ("OCRB"). As shown on Schedule A, page

1, column C, on OCRB my calculations show a jurisdictional gross base rate revenue

sufficiency of 3568.658 million. Columns D1 and D2 present a calculation on FVRB similar

16

17

18

to the one presented in APS's filing. Staff's recommended decrease of $55,235 million

based on using a Fair Value Rate of Return ("FVROR") increment of 0.30 percent

represents a decrease from current base rate revenue from sales to ultimate customers of

19 approximately 1.68 percent.

20

21

22 These

23

24

25 decrease of $68178 million.

26

Staff is presenting the Commission with two options for the FVROR for APS. On Schedule

A, page 1, I present Staff"s alternative calculations using adjusted FVRB.

calculations show FVRORs ranging from 5.06 percent to 5. 14 percent. On adjusted FVRB

under Staff"s option l, which uses a FVROR of 5.06 percent, there is a net base rate

While consistent with sound financial principles, this

alternative may not be consistent with the Arizona Fair Value Rate Base legal standard.
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l
2

Under option 2 the FVROR for APS is 5.14 percent, which results in a net jurisdictional

base rate decrease of approximately $55235 million.

3

4

5

6

Attachment RCS-9, Schedule D, shows the development of Staff' s recommendedFVROR

to be applied to FVRB. The Direct and Surrebuttal Testimony of Staff witness Mr. David

C. Parcell also addresses the determination of the FVROR.

Q. What base cost of fuel is incorporated in StarT's recommendation"

7

8

9 A.

10

I I

12

As described in my Direct Testimony, APS's base cost of fuel has been reset to 3.1451

cents per Kilowatt-Hour ("kwh"), based on APS's updated forecast.3 APS has indicated

in its rebuttal that it accepts this adjustment and APS's has reflected the updated base cost

of fuel in its proposed rebuttal revenue requirement.

Organization QfSta[l" Updated Revenue Requirement Summary and Adjustment Schedules

Q. How are Staff's revenue requirement summary and adjustment schedules organized?

13

14

15

16

17

18

19

2()

21

22

23

A. Staffs updated revenue requirement summary and adjustment schedules are presented in

Attachment RCS-9. They are organized into summary schedules and adjustment

schedules. The summary schedules consist of Schedules A, A-1, B, B.1, C, C.l and D.

Attachment RCS-9 also contains rate base adjustment Schedules B-1 through B- 19 and net

operating income adjustment Schedules C-1 through C-25. The revenue requirement for

APS was based upon the ACC jurisdictional adjusted results. This presentation is

consistent with the presentation in Attachment RCS-2, that was filed with my Direct

Testimony. New schedules have been added to pick up new or revised adjustments that

3 Statf"s adjustment for the base cost of fuel and purchased power has been presented on Attachment RCS-2, Schedule
C-11. filed with my Direct Testimony and is based on APS'supdated forecast that was provided in response to Staff
Data Request ("DR") 15.1 l. This same adjustment is reflected on Attachment RCS-9, Schedule C-1 l.
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Newl

2

result from adopting adjustments that were proposed in APS's Rebuttal Testimony.

or revised adjustments are identified on the contents page of Attachment RCS-9.

3

4 Q. What is shown on Schedules B-1 through B-19 and C-1 through C-25?

A.5

6

Schedules B-1 through B-19 provide further support and calculations for the rate base

adjustments Staff is recommending. Schedules C-1 through C-25 provide further support

and calculations for the net operating income adjustments Staff is recommending.7

8

9 Staffs FVROR Presentation

10

II

Q. What information on the FVROR is Staff presenting to the Commission in this

proceeding?

12 A.

13

14

15

16

17

18

19

2()

21

22

Similar to Staf1*"s Direct Testimony presentation, Staffs Surrebuttal also presents the

Commission with two alternatives for the FVROR to be applied to APS's adjusted FVRB.

As shown in Attachment RCS-9, Schedule D, Staff alterative 1 applies a zero cost rate to

the FVRB increment and produces a FVROR of 5.06 percent, consistent with the financial

principles discussed by Staff witness Parcell. Staff is recommending the alternative

methodology under alterative 2, and use of a return of 0.30 percent applied to the FVRB

increment. This produces a FVROR of 5.14 percent. The 0.30 percent is developed by

Staff witness Mr. Parcell and represents a point within a range from zero to a "real" risk-

free rate of return i.e. a risk-free rate of return less inflation. This methodology is consistent

with the Arizona Fair Value Rate Base Standard. The Direct and Surrebuttal Testimony of

Staff witness Mr. Parcell addresses these alternative methods of deriving a FVROR.

23

24

25

26

RATE BASE

Q. Have you prepared a schedule that summarizes Stat1"s updated proposed

adjustments to rate base?



Surrebuttal Testimony of Ralph C. Smith
Docket Nos. E-01345A-19-0236
Page 7 of 53

l A.

2

3

4

5

Yes. As noted above, the adjusted rate base is shown on Attachment RCS-9, Schedule B

and the adjustments to APS's proposed rate base are shown on Schedule B. 1. Attachment

RCS-9 contains a separate Schedule B.l for adjustments to OCRB and to RCND rate base.

A comparison of the Company's proposed rate base and Statler's recommended rate base on

an OCRB, RCND and FVRB basis are presented below :

6

StaAPS Original App.
Schedule B-1

APS Rebuttal
Schedule B-1

Summary of Rate Base
$000's

ff Surrebuttal
Schedule B Difference

(C ) = B-A

Remaining Rate
Base Differences

(E ) = B-D_
7

8

9 Original Cost Rate Base
RCND Rate Base
Fair Value Rate Base

26,378 $
(9.953) $
8,213 $

$
$
35

$
$
$

$
$
$

$
$
$

3,094
3.449
3,272

(D)
8,896,268

15,734,140
I 2,315,204

(B)
8,899,362

15,737,589
12,318,476

(A)
8,872,984

15,747,542
12,310,26310

11

12 PTYP

Q. How is inclusion of PTYP in rate base being reflected in the current APS rate c a s e "

A. In the current APS rate case, the test year is the 12 months ending June 30, 2019. Both

APS and Staff have reflected actual PTYP in rate base through June 30, 2020, 12 months

after the end of the test year, and have also extended accumulated depreciation through that

same date. Staff has used actual amounts, which were provided by APS in its supplemental

response to Staff DR 15.3 and has reflected certain updates noted in APS's rebuttal.

Q. What PTYP additions is APS requesting?

A.

13

14

15

16

17

18

19

20

21

22

23

24

In its rebuttal tiling, APS has requested PTYP additions for plant placed into service by

June 30, 2020, or 12 months beyond the historic test year in this case. APS's proposed rate

base as updated in APS's rebuttal includes PTYP in the following categories for projected

plant additions that APS placed into service between June 30, 2019 and June 30, 2020:

25
26
27

$216.9 million for fossil generation per Attachment EAB-01RB from APS witness
Ms. Blankenship's Rebuttal Testimony,
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$67.7 million for nuclear generation per Attachment EAB-0lRB from APS witness
Ms. Blankenship's Rebuttal Testimony,

$418 million for distribution and Information Technology ("IT") facilities
generation per Attachment EAB-0lRB from APS witness Ms. Blankenship's
Rebuttal Testimony,

$14.2 million for technology innovation per Attachment EAB-0lRB from APS
witness Ms. Blankenship's Rebuttal Testimony,

l
2
3
4
5
6
7
8
9

10
l 1
12
13

$17 million for renewable generation per Attachment EAB-01RB from APS
witness Ms. Blankenship's Direct Testimony.

Q. What is Stafi*s position on the inclusion of PTYP in rate base for APS?

A. Staff proposes to include in rate base actual plant that was placed into service by June 30,

2020, as PTYP. APS's supplemental response to Staff DR 15.3 provided a listing of plant

that APS has placed into service by June 30, 2020. This date was selected by Staff so that

the actual spending by APS could be reviewed and verified. Staffs engineers also reviewed

the PTYP based on the actual information through June 30, 2020, that was provided by

APS in responses to Staff discovery.

Q. How do the amounts of PTYP compare from APS's rebuttal filing and Staff's

surrebuttal filing?

A. Staffs adjustments for PTYP on Attachment RCS-9, Schedules B-1 through B-5 and the

PTYP amounts from APS's rebuttal filing are both based on actual PTYP in service

through June 30, 2020 and are essentially in agreement.

Q.

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

Please explain how APS and Staff have excluded revenue producing or growth-

related plant from PTYP.
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A.l

2

3

4

5

6

7

8

9

Staff's review identified some growth-related PTYPfor meters that APS had inadvertently

included in PTYP. Staff excluded those growth-related meter plant additions from PTYP

111 Staff Adjustment B-9 in Attachment RCS-2 that was filed with my Direct Testimony.

In its rebuttal, APS agreed that growth-related PTYP for meters should be excluded and

identified some additional amounts. On Attachment RCS-9, Schedule B-3, Staff's updated

amounts for Distribution PTYP have removed the additional amounts of growth related

PTYP for meters that were identified by APS. As a result of reflecting the exclusion of the

growth-related meters PTYP on Attachment RCS-9, Schedule B-3, a separate adjustment

(which had been shown on Schedule B-9 of Attachment RCS-2 filed with my Direct

Testimony) is no longer necessary.10

II

12 B-1. PTYP- Fossil Generation

Q. What is Staff's PTYP additions for Fossil Generation and how does that compare

with the PTYP for Fossil Generation in APS's rebuttal filing?

A.

jurisdictional basis, as shown on Schedule B-1, column .

13

14

15

16

17

18

19

20

21

Attachment RCS-9, Schedule B-1 shows actual post-test year fossil plant additions through

June 30, 2020 of $216.918 million on a total Company basis and $215,877 million on an

ACC jurisdictional basis. This results in an adjustment to increase APS's originally filed

projection of post-test year fossil plant additions by $37075 million on an ACC

H The adjusted amount of

$216918 million agrees with the amount shown on APS witness Blankenship's rebuttal

Attachment EAB-01RB.

22

B-2. PTYP - Nuclear Generation23

24

25

Q. What is Staff's PTYP additions for Nuclear Generation and how does that compare

with the PTYP for Nuclear Generation in APS's rebuttal tiling?
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l A.

2

3

4

5

6

Attachment RCS-9, Schedule B-2 shows actual post-test year nuclear plant additions

through June 30, 2020, of 5567.708 million on a total Company basis and $67383 million

on an ACC jurisdictional basis. This results in an adjustment to decrease APS's originally

filed projection of post-test year nuclear plant additions by $5.591 million on an ACC

jurisdictional basis, as shown on Schedule B-2, column H. The adjusted amount of$67.708

million agrees with the amount shown on APS witness Blankenship's rebuttal Attachment

EAB-01RB .7

8

9 B-3. PTYP - Distribution and IT/Facilities

10

II

Q. What is State's PTYP additions for Distribution and IT/Facilities and how does that

compare with the corresponding PTYP amount in APS's rebuttal filing?

12 A. Attachment RCS-9, Schedule B-3 shows actual post-test year Distribution and IT/Facilities

plant additions through June 30, 2020, of $418.060 million on a total Company basis and

$403237 million on an ACC jurisdictional basis. This results in an adjustment to decrease

APS's originally filed projection of post-test year plant additions by 5851.505 million on an

ACC jurisdictional basis, as shown on Schedule B-3, column H. This amount includes the

removal of growth-related meters of $4.3 million, which was originally removed on

Schedule B-9 of my Direct Testimony. Therefore, Schedule B-9 is no longer needed, as

discussed below. The adjusted amount of $418,060 million agrees with the amount shown

on APS witness Blankenship's rebuttal Attachment EAB-0lRB .

13

14

15

16

17

18

19

20

21

22 B-4. PTYP - Technolofzv Innovation

23

24

Q. What is Staffs PTYP additions for Technology Innovation and how does that

compare with the corresponding PTYP amount in APS's rebuttal filing?

A.25

26

Attachment RCS-9, Schedule B-4 shows actual post-test year Technology Innovation plant

additions through June 30, 2020, of $14,187 million on a total Company basis and 5514.187
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million on an ACC jurisdictional basis. This results in an adjustment to decrease APSls

originally filed projection of post-test year plant additions by $11.259 million on an ACC

jurisdictional basis, as shown on Schedule B-4, column H. The adjusted amount of$14. 187

million agrees with the amount shown on APS witness Blankenship's rebuttal Attachment

EAB-01RB .

B-5. PTYP - Renewables Generation

Q. What is Stafi"s PTYP additions for Renewables Generation and how does that

compare with the corresponding PTYP amount in APS's rebuttal filing?

A. Attachment RCS-9, Schedule B-5 shows actual post-test year Renewables Generation plant

additions through June 30, 2020, of $17.048 million on a total Company basis and 5517.048

million on an ACC jurisdictional basis. This results in an adjustment to decrease APS's

originally filed projection of post-test year plant additions by $7.316 million on an ACC

jurisdictional basis, as shown on Schedule B-5, column H. The adjusted amount of$17.048

million agrees with the amount shown on APS witness Blankenship's rebuttal Attachment

EAB-0lRB .

l

2

3

4

5

6

7

8

9

10

II

12

13

14

15

16

17



Surrebuttal Testimony of Ralph C. Smith
Docket Nos. E-01345A-19-0236
Page 12 of 53

B-6. Accumulated Depreciation Related to PTYP

Q. What is Statlt"s adjustment for Accumulated Depreciation related to PTYP and how

does that compare with the corresponding amount in APS's rebuttal?

A. Attachment RCS-9, Schedule B-6 reflects the amounts of Accumulated Depreciation that

is associated with PTYP through June 30, 2020. Specifically, columns A and B show the

Company's originally filed amounts for Accumulated Depreciation that relate to the PTYP

for (1) fossil generation, (2) nuclear generation, (3) distribution and IT facilities, and (4)

renewables generation.4 As discussed above with regard to Schedules B-l through B-5, I

am recommending that APS's PTYP be based on actual amounts through June 30, 2020,

which the Company provided in its supplemental response to Staff DR 15.3, as modified

in APS's rebuttal. The amount of ACC jurisdictional Accumulated Depreciation that is

associated with PTYP through June 30, 2020, of $520.4 million on Attachment RCS-9,

Schedule B-6, compares with the $520.4 million amount from APS witness Blankenship's

rebuttal Attachment EAB-01RB and APS' rebuttal Schedule B-2.

B-7. ADIT Related to PTYP

Q. Please discuss Staff's adjustment for ADIT related to PTYP and how that compares

with the corresponding amount in APS's rebuttal filing.

A.

In

l

2

3

4

5

6

7

8

9

10

1 l

12

13

14

15

16

17

18

19

20

21

22

23

24

25

As shown on Attachment RCS-9, Schedule B-7, the adjustment of the rate base offset for

ADIT reflects using actual amounts for PTYP ADIT through June 30, 2020. This results

in increasing jurisdictional ADIT, and decreasing rate base, by $53.542 million.

addition, this schedule includes an adjustment related to a basis reduction for APS taking

the Investment Tax Credit ("ITC") 011 its renewables as shown 011 Attachment RCS-9,

Schedule B-7, line 7. This adjustment reduces the Company's jurisdictional regulatory

assets by $199,000. The net adjustment to ADIT reduces rate base by $53.741 million, as

4 APS did not reflect Accumulated Depreciation for PTYP related to technology innovation.
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shown on Attachment RCS-9, Schedule B-7, line 8. This compares with the $72273

amount from APS witness Blankenship's rebuttal Attachment EAB-01RB and APS'

rebuttal Schedule B-2.

B-8. Four Corners SCR Deferral

Q. Please discuss Staff's updated adjustment for the Four Corners Units 4 and 5 SCR

Deferral and how that amount compares with APS's rebuttal.

A. The amounts originally proposed by APS for the four components of the Four Corners SCR

deferral (i.e., debt return, property taxes, depreciation and O&M expense) were based on

projected monthly amounts for the period July 2019 through December 2020. In my Direct

Testimony, I used actual monthly amounts through June 30, 2020, and estimated amounts

for July through December 2020 to determine the amount of the Four Corners SCR

deferral. In APS's Rebuttal Testimony, the Company used actual monthly amounts

through September 30, 2020, and estimated amounts for October through December 2020.

On Attachment RCS-9, Schedule B-8, I also used this updated information to calculate the

adjustment shown on Schedule B-8.

l

2

3

4

5

6

7

8

9

10

1 l

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Specifically using the actual monthly amounts for the Four Corners SCR deferral for the

period July 1, 2019, through September 30, 2020, and the Company's projected amounts

for the period October through December 2020, results in a rate base addition of $43.550

million on a total Company basis and by $43550 million 011 an ACC jurisdictional basis.

This amount is offset by the related ADIT in the amount of $10.779 million on a total

Company basis and $10.779 million on an ACC jurisdictional basis. The net rate base

amount is $32.771 million on a total Company basis on an ACC jurisdictional basis. As

shown on Attachment RCS-9, Schedule B-8, column F, this adjustment reduces APS's
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l

2

originally proposed net ACC jurisdictional rate base by $0.269 million. With the update,

Staff and APS rebuttal amounts for this deferral are in agreement.

3

4 Q.

5

Is there a corresponding adjustment to amortization expense for the Four Corners

SCR deferral?

A.6

7

8

9

Yes. As discussed later in my Testimony, there is a corresponding adjustment to

amortization expense for the Four Corners SCR deferral as shown on Attachment RCS-9,

Schedule C-13, which has also been updated to use actual amounts through September 30,

2020, and APS's estimated amounts for October through December 2020.

10

II B-9. New Automatic Metering Infrastructure ("AMI") Meters for Customer Growth

12 Q. Has the cost for AMI meters related to customer growth been removed from PTYP?

13

14

15

16

17

18

19

20

21

22

23

24

A. Yes. In its rebuttal, APS agreed that PTYP additions for AMI meters related to growth

should be removed. Also, APS identified an additional amount that should be removed.

Previously, in my Direct Testimony, I removed $4.1 million on a Total Company basis and

$4 million on an ACC Jurisdictional basis for growth-related AMI meters. The Company

indicated on page 10 of Elizabeth Blankenship's Rebuttal Testimony that $4.3 million has

been removed related to growth-related AMI meters in their PTYP adjustment. Therefore,

the removal of Distribution PTYP for the growth-related AMI meters is now reflected in

Attachment RCS-9, Schedule B-3 as part of my PTYP adjustment related to Distribution

and IT/Facilities. As a result of reflecting the exclusion of the growth-related meters PTYP

on Attachment RCS-9, Schedule B-3, a separate adjustment for removal of that growth-

related PTYP (which had been shown on Schedule B-9 of Attachment RCS-2 filed with

my Direct Testimony) is no longer necessary.

25
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l B-10. Prepaid Directors and Officers ("D&O") Liability Insurance

2 Q. Are you revising the adjustment for sharing of D&O Liability Insurance cost, shown

in Attachment RCS-9, Adjustment B-10, as a result of APS's rebuttal?3

4 A.

5

6

7

8

9

No. Consistent with the reasoning presented in my Direct Testimony, the adjustment

shown on Attachment RCS-9, Schedule B-10 removes one-half of the D&O Liability

Insurance expense and reduces the jurisdictional test year allowance for working capital by

$144,509 on an ACC jurisdictional basis. The removal of one-half of this expense reflects

an equal (i.e., 50/50) sharing of the cost for this insurance between shareholders and

ratepayers.

10

II B-11. Costs for the Damaged and Retired McMicken Battery Energy Storage Facility ("BESF")

12 Q. Have you updated Staff's adjustment for removal of costs associated with the

McMicken BESF?

A. Yes. As shown on Attachment RCS-9, Schedule B-11, I have updated the adjustment to

remove costs of the McMicken BESF that experienced a tire on April 19, 2019, and is no

longer in service. The update reflects refined amounts identified in APS's rebuttal. APS

rebuttal witness Elizabeth Blankenship at page 4 agrees that the McMicken costs should

be removed.

B-12. Working Capital

13

14

15

16

17

18

19

2()

21 Q. Have you updated Staff's adjustment for cash working capital?

22 A. Yes. I have updated Staff"s adjustment to Cash Working Capital to reflect the impact of

Staffs updated adjustments to cash operating expenses. As shown on Attachment RCS-9,23

24 Schedule B-12, page 1, APS's original amount of CWC is increased by approximately

$4.957 million on an ACC jurisdictional basis.25

26
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Q Have you reflected other rate base adjustments related to revised or new adjustments

that APS presented in its rebuttal?

A. Yes. Attachment RCS-9, Schedules B-13 through B- 19 reflect other rate base adjustments

related to revised O1 new adjustments that APS presented in its rebuttal. I will briefly

discuss each of those adjustments below.

B-13. West Phoenix Disallowance

Q. Please explain the adjustment shown on Attachment RCS-9, Schedule B-13.

A. In its rebuttal filing, APS updated its pro forma adjustment for the West Phoenix

Disallowance. The adjustment shown on Attachment RCS-9, Schedule B-13, reflects the

difference between APS's original and rebuttal adjustments for this as a Staff surrebuttal

adjustment.

B-14. Property Tax Deferral

Q. Please explain the adjustment shown on Attachment RCS-9, Schedule B-14.

A. In its rebuttal filing, APS updated its pro forma adjustment for the Property Tax Deferral.

The adjustment shown on Attachment RCS-9, Schedule B-14, reflects the difference

between APS's original and rebuttal adjustments for this as a Staff surrebuttal adjustment.

B-15. Ocotillo Defe1Tal

Q. Please explain the adjustment shown on Attachment RCS-9, Schedule B-15.

A. In its rebuttal filing, APS updated its pro forma adjustment for the Ocotillo Deferral. The

adjustment shown on Attachment RCS-9, Schedule B-15, reflects the difference between

APS's original and rebuttal adjustments for this as a Staff surrebuttal adjustment.

l

2

3

4

5

6

7

8

9

10

1 l

12

13

14

15

16

17

18

19

2()

21

22

23

24

25
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B-16. Excess Defered Taxes

Q. Please explain the adjustment shown on Attachment RCS-9, Schedule B-16.

A. In its rebuttal filing, APS updated its pro forma adjustment for Excess Deferred Taxes

associated with TEAM Phase III between the test year and estimated TEAM Phase III

amortization through December 31, 2020, and as projected by APS through 2021. The

adjustment shown on Attachment RCS-9, Schedule B-16, reflects the difference between

APS's original and rebuttal adjustments for this item as a Staff surrebuttal adjustment.

Staff is pursuing the analysis of APS's TEAM Phase III amounts and there may be a need

for further adjustment upon completion of such analysis. As noted in APS's responses to

Staff data requests 31.1 and 31.25, particularly in APS's response to Staff DR 31.2(e), if

new base rates for APS go into effect prior to December 31 , 2021, this rate base adjustment

and the one discussed below related to the TEAM balancing account (in Staff Adjustment

B-17) can be updated to reflect only the applicable base rate impacts for protected excess

ADIT amortization and refunds, respectively, which occur prior to new base rates for APS

going into effect. APS has indicated that it will monitor case progress and may provide

updates if circumstances warrant.

B-17. TEAM Balancing Account

Q. Please explain the adjustment shown on Attachment RCS-9, Schedule B-17.

l

2

3

4

5

6

7

8

9

10

1 l

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A. In its rebuttal filing, APS added a pro forma adjustment to rate base for the TEAM

Balancing Accounts as of September 30, 2020. The adjustment shown on Attachment

RCS-9, Schedule B-17, reflects that APS rebuttal adjustment as a Staff surrebuttal

adjustment. Staff is pursuing the analysis of APS's TEAM Phase III amounts and there

may be a need for further adjustment upon completion of such analysis. As noted above,

this rate base adjustment and the one discussed above related to Staff Adjustment B-16 can

5Copies of these APS responses are included in Attachment RCS-10. filed with my Surrebuttal Testimony.
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potentially be updated, if needed, to reflect only the applicable base rate impacts for

protected excess ADIT amortization and refunds, respectively, which occur prior to new

base rates for APS going into effect.

B-18. APS Lease Reclassification

Q. Please explain the adjustment shown on Attachment RCS-9, Schedule B-18.

A. In comparing the amounts of rate base for Operating Lease Liabilities (Line 13 of APS's

Rebuttal Schedule B-2) and Operating Lease Right-of-Use Assets (Line 21 of APS's

Rebuttal Schedule B-2) with the corresponding amounts for those items in APS's originally

filed Schedule B-2, it was revealed that APS shifted 3519.722 million between those two

rate base line items (on an ACC jurisdictional basis) in updating from its original filing to

its rebuttal schedules. This adjustment merely shifts that $19.722 million between those

two rate base line items, and does not increase or decrease jurisdictional basis. Staff has

reflected this adjustment accordingly on Attachment RCS-9, Schedule B-18, to aid

comparisons of APS rebuttal and Staff surrebuttal amounts.

B-19. APS RCND Differences

Q. Please explain the adjustment shown on Attachment RCS-9, Schedule B-19.

l

2

3

4

5

6

7

8

9

10

1 l

12

13

14

15

16

17

18

19

2()

21

22

23

24

25

A. In reflecting impacts of Staffs rate base adj ustments, on Attachment RCS-9, Schedule B. lj

and Schedule B.lj RCND, I have generally used the same adjustment amounts for the

impact on Original Cost and RCND rate base. Because some of the adjustments have a

different impact on RCND rate base, the differential between the OCRB and RCND rate

base impacts for those items (Gross Utility Plant ill Service, Accumulated Depreciation,

Deferred Income Taxes and Regulatory Liabilities) is quantified on Attachment RCS-9,

Schedule B-19. The adjustment shown there is made to RCND rate base only to
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appropriately reflect the different amounts that are used for the RCND adjustments for the

above-noted rate base items. This adjustment does not affect original cost rate base.

ADJUSTMENTS TO OPERATING INCOME

Signwcant New Adjustments in APS 's Rebuttal

Q. Are there certain significant new Company proposed adjustments that are new in

APS's Rebuttal that you would like to address?

A. Yes. Referring to the Table l on APS witness Snook's Rebuttal Testimony, page 12, APS's

rebuttal filing has included a number of significant new adjustments.

APS proposes to reduce the revenue requirement by approximately $20 million for two

new depreciation expense adjustments. In its rebuttal, APS proposes to amortize the

depreciation reserve excess for Palo Verde nuclear plant over six years, versus the nine-

year amortization period that was reflected for this in APS's original Application. APS

also proposes to use a 40-year service life for AZ Sun solar generating facilities, versus the

30-year service life for such facilities that was reflected in APS's original Application.

Staff agrees with these new APS adjustments to depreciation expense. I have reflected

these adjustments on Attachment RCS-9, Schedule C-14A and C- l4B, respectively.

APS has adopted an adjustment proposed by AECC to reflect a "normal" level of pension

and OPEB expense by averaging 2019 and 2020 amounts that reduces the revenue

requirement by approximately $12.853 million. Staff agrees with this adjustment and I

have reflected it on Attachment RCS-9, Schedule C-17.

l

2

3

4

5

6

7

8

9

10

1 l
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14

15

16

17

18

19

2()

21

22

23

24



Surrebuttal Testimony of Ralph C. Smith
Docket Nos. E-01345A-19-0236
Page 20 of 53

l

2

APS has indicated that it recovers approximately $15 million per year in AG-X revenue

related to the test year Power Supply Adjustor. Staff agrees with this adjustment and I have

reflected it on Attachment RCS-9, Schedule C-18.3

4

5

6

7

8

9

APS has identified an error where approximately $17.6 million of Transmission Expense

in March 2019 was omitted in APS's original Application. Staff has issued discovery to

APS to better understand the details of this APS-identified error correction. Subject to

obtaining adequate supporting detail, I have retiected an adjustment for this error correction

on Attachment RCS-9, Schedule C-19.

10

II

12

13

14

15

16

17

18

19

2()

21

22

23

24

25

26

APS's rebuttal has identified approximately $13.35 million for proposed recovery for its

CCT commitment. APS proposes to recover this through a new adjustment mechanism -

the Advanced Energy Mechanism ("AEM"), the framework of which is presented by APS

on a two-page "Term Sheet" in Attachment LRS-02RB to Mr. Snook's Rebuttal

Testimony. Staff's position is that APS's proposed new AEM adjustor has not been

adequately developed, is not wananted and should therefore not be adopted. Concerning

the CCT commitment amounts, Staff has sought in discovery additional information

concerning how APS determined the amounts that were identified in APS's rebuttal, and

how APS determined the proportion of sharing of the CCT amounts between shareholders

and customers. The CCT commitment amounts appear to be the only specific dollar

amounts identified in APS's rebuttal at this time for APS's new proposed AEM adjustor.

If the Commission approves CCT commitment cost recovery, a specific limited CCT

adjustor related only to those amounts could be helpful in tracing the recovery of such

costs and assuring that once the amounts are recovered, the CCT adjustor terminates and

the cost recovery ceases. The CCT amounts and their allocation between shareholders and

ratepayers and whether that is reasonable has not been adequately developed. Additionally,
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l

2

3

4

5

6

the coal community transition issue affects other Arizona utilities with ownership interests

in coal-fueled generating facilities. This issue is not confined to APS. For purposes of the

current APS rate case, Staff recommends that APS develop a specific funding mechanism,

the CCTC adjustor, along with a related Plan of Administration, but that no funding be

approved at this time. On Attachment RCS-9, Schedule A, lines 8 and 17, the cost recovery

for the Company's CCT commitment is being reflected as occurring in a specific limited

CCTC adjustor, rather than as part of new base rates for APS. Because Staff believes that

additional information is needed, no initial funding amount for the CCTC adjustor is

7

8

9

10

II

reflected at this time. Staff therefore believes there could be merit in establishing a generic

proceeding to address CCT issues, along with potential securitization of CCT and other

costs.

12

C-1. Miscellaneous Out of Period Costs

Q. Does APS's rebuttal agree that the Bain consulting costs recorded in the test year

should be removed?

A.

13

14

15

16

17

18

19

20

21

Yes. Schedule C-1 filed in Attachment RCS-2 with my Direct Testimony reflected an

adjustment to remove certain miscellaneous out of period expenses from test year cost of

service, based on APS's responses to discovery. Specifically, as shown on Schedule C-1,

the Bain consulting costs were removed from cost of service, which reduces operating

expenses by $695,000 on a total Company basis and by $636,000 on an ACC jurisdictional

basis. APS's rebuttal agrees that the $695,000 for Bain Costs should be removed.

22
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l C-2. Injuries and Damages

2 Q. Have you revised Staff Adjustment C-2 for injuries and damages as a result of APS's

rebuttal?

A.

3

4

5

6

No. This adjustment reflects the Company's injuries and damages expense included in cost

of service based on a four-year historical average of 2016 through 2019 for such costs. As

shown on Attachment RCS-9, Schedule C-2, this adjustment increases operating expenses

by $204,000 on a total Company basis and by $187,000 on an ACC jurisdictional basis,

and is unchanged from my Direct Testimony.

7

8

9

10

I I

C-3. Utility Air Regulatory Group ("UARG") and Utility Solid Waste Activities Group

("USWAG") Membership Dues

12 Q. Has APS agreed that the expense for UARG and USWAG membership dues should

be removed"

A. Yes. APS has agreed that as of January 1, 2020, it was no longer a member of the (1)

UARG, or (2) USWAG and therefore the test year amounts of such dues should be

removed. Attachment RCS-3, Schedule C-3, removes the UARG and USWAG

membership dues noted above which total $233,159 on a total Company basis and

$213,268 on an ACC jurisdictional basis. This adjustment is unchanged from my Direct

Testimony.

13

14

15

16

17

18

19

2()

21 C-4. Depreciation Expense - PTYP (At Current Depreciation Rates)

22 Q. Please explain how you revised Staff Adjustment C-4 for Depreciation Expense for

PTYP at current depreciation rates.

A.

23

24

25

26

The amounts of PTYP in column D uses information that was provided by APS on

Attachment "ExcelAPSl9RC02032" from its second supplemental response to Staff DR

15.3 as updated for amounts reflected in APS's rebuttal. As shown on Attachment RCS-
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9, Schedule C-4, column G, this adjustment reduces depreciation expense by $5.584

million on a total Company basis and by $5.002 million on an ACC jurisdictional basis

based on differences between Staffs adjusted and APS's originally proposed amounts of

PTYP.

C-5. Propertv Tax Expense - PTYP

Q. Have you updated Staff Adjustment C-5 in response to APS's rebuttal?

A. Yes. As shown on Attachment RCS-9, Schedule C-5, this adjustment reduces property tax

expense by $1.124 million on a total Company basis and by $934,000 on an ACC

jurisdictional basis to reflect more current information on the assessment and effective

property tax rate.

C-6. AMI Meters Depreciation Expense

Q. Have you revised Staff Adjustment C-6?

A. Yes. This adjustment reflects the removal of AMI meters related to customer growth from

PTYP additions. Similar to the discussion of Staff rate base adjustment B-9, above, APS

has agreed that PTYP related to customer growth should be removed. A separate

adjustment for the related depreciation expense on the AMI meters for customer growth is

no longer necessary.

C-7. D&O Liability Insurance

Q. Have you revised Staff Adjustment C-7 in response to APS's rebuttal?

A. No. The adjustment is shown on Attachment RCS-9, Schedule C-7 removes one-half of

1

2

3

4

5

6

7

8

9

10

II

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

the D&O Liability Insurance expense and reduces jurisdictional test year O&M expense

by $360,430 on an ACC jurisdictional basis. The removal of one-half of this expense

reflects an equal (i.e., 50/50) sharing of the cost for this insurance between shareholders
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and ratepayers. This adjustment amount is the same as was indicated in my Direct

Testimony.

C-8. Incentive Compensation Expense

Q. What has APS stated in rebuttal concerning incentive compensation expense?

A. APS witness Lockwood at pages 12-13 of her Rebuttal Testimony claims that the

Company's cash incentive compensation program should not be subject to a disallowance

based on the portion that is tied to the Company's earnings. She claims that the Staff,

RUCO and AECC position, which had recommended a partial disallowance of annual

incentive compensation, is based on a flawed position, and that a financial healthy utility

is not contrary to the interests of customers. APS witness Blankenship's Rebuttal

Testimony at pages 18- 19 presents a similar argument and concludes that the Staff, RUCO

and AECC adjustments for incentive compensation would disallow prudent costs that

ultimately benefit customers.

Q. Have you revised your adjustment on Schedule C-8 in response to APS's rebuttal?

A.

1

2

3

4

5

6

7

8

9
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1 1

12
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27

No. Staffs adjustment removes 50 percent of APS's normalized level of annual incentive

compensation expense in order to reflect the sharing of that expense between shareholders

and ratepayers. The removal of 50 percent of the incentive compensation expense, in

essence, provides an equal sharing of such cost, and therefore, provides an appropriate

balance between the benefits attained by both shareholders and ratepayers. Both

shareholders and ratepayers stand to benefit from the achievement of performance goals,

including earnings. Moreover, there is no assurance that the award levels included in the

Company's proposed or Staff's normalized expense (before sharing) will be repeated in

future years. As shown on Attachment RCS-9, Schedule C-8, the adjusted test year

expense for incentive compensation that was proposed by APS is reduced by $20.38 l

million on a total Company basis and by $18.709 million on an ACC jurisdictional basis.
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IThis adjustment amount is the same as the amount reflected in my Direct Testimony.

note that similar adjustments have been made by Staff in previous APS rate cases for

similar reasons.

Q. Was an adjustment for equal sharing of APS's cash-based incentive compensation

expense made in prior APS rate cases?

InA. APS's last litigated base rate case, Docket No. E-01345A-05-0816, only stock-based

compensation was removed. However, in APS's last three base rate cases, Docket Nos. E-

01345A-08-0172, E-01345A-11-0224 and E-01345A-16-0036, Staff made an adjustment

to share on a 50/50 basis between shareholders and ratepayers APS's cash-based incentive

compensation expense. That Staff adjustment was incorporated into the development of

the allowed revenue requirement for APS in Docket No. E-01345A-08-0172, while Docket

Nos. E-0l45A-l 1-0024 and E-01345A- 16-0036 resulted in Settlement Agreements among

the parties.

C-9. Executive Compensation - Housing, Retention Bonuses, Financial Planning and Phvsicals

Q. What does APS state in rebuttal concerning executive compensation.

A. At pages 10-11 of his Rebuttal Testimony, APS witness Guldner states that the Company

must offer compensation and benefits that are competitive to attract highly qualified and

experienced executives. He states that APS relies upon an independent compensation

consulting firm to annually review its executive compensation. He notes that APS has

already excluded certain elements of executive compensation, including SERP and stock-

based compensation. He states that portions of APS's executive compensation are

allocated to and are paid by the various owners of the palticipating generating stations that

APS operates. He concludes that APS's compensation policy is prudent and that APS's

executive team compensation is reasonable and appropriate.

1
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l Q Have you revised Staff's adjustment on Schedule C-9 as a result of APS's Rebuttal

2 Testimony?

A.3 No. This adjustment removes certain categories of executive compensation from APS's

4

5

6

7

8

9

10

II

12

13

14

15

16

17

18

19

20

21

test year operating expenses. The amounts being removed is for perquisites including

Company paid executive physical and financial planning, housing, and retention bonuses.

The amounts of executive compensation being excluded on Attachment RCS-9, Schedule

C-9 reflect removal of the amounts allocated to APS and included 111 operating expenses

by the Company for following the following categories of executive perquisites: (1)

Housing Allowance, (2) Retention, and (3) Financial Planning and Physicals. The

Company's requested jurisdictional revenue requirement includes $56,136, $148,744, and

$37,568 for corporate and executive officers housing allowance, retention bonuses, and

financial planning and physicals, respectively. As shown on Attachment RCS-9, Schedule

C-9, I have removed from APS's test year O&M expense the ACC jurisdictional amounts

shown above for corporate and executive officers housing allowances, retention bonuses,

and financial planning and physicals. Similar to the reasons for not including stock-based

compensation and SERP expense, which the Company has voluntarily removed from its

requested jurisdictional revenue requirement, ratepayers should not be responsible for the

costs associated with executive perquisites such housing allowances, retention bonuses,

and Company-paid financial planning and physicals. These executive perquisites do not

provide any benefit to ratepayers nor are they necessary for the provision of safe and

reliable electrical service to APS's customers.

22
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l C-10. Interest Synchronization

2 Q. Have you updated the interest synchronization adjustment?

3

4

5

6

synchronized interest included in the tax calculation.7

8

9

A. Yes. The interest synchronization adjustment applies the weighted cost of debt to the

adjusted rate base to derive a pro forma interest expense deduction that is used in the

calculation of test year income expense. After adjustments, Staff's proposed rate base

differs from that of the Company. This results in an adjustment to the amount of

The updated calculation of the

interest synchronization adjustment is shown on Attachment RCS-9, Schedule C-10. This

adjustment decreases income tax expense by the amount shown on Schedule C-10, line 7,

and increases the Company's achieved operating income by a similar amount.10

II

12 C-11. Base Cost of Fuel and Purchased Power

Q. Has APS accepted Staffs adjustment the base cost of fuel and purchased power to

use a more updated forecast?

A. As discussed on page 10 of his Rebuttal Testimony, APS witness Snook indicates that APS

accepts Staffs adj vestment to update the current base fuel rate of 3.0167 cents per kwh that

was authorized by the Commission in Decision No. 76295 to $3. 1451, which was based on

an updated fuel forecast that APS provided in discovery.

C-12. Interest on Customer Deposits

13

14

15

16

17

18

19

2()

21

22

Q. Did APS include with its Rebuttal Testimony an adjustment to reflect the current

customer deposit interest rate that became effective on January 3, 2020?

A.23

24

Yes. APS witness Blankenship's Rebuttal Testimony addresses this at page 8. She

indicates that APS has made an update to its pro forma adjustments on SFR Schedule C-2,

Attachment EAB-26RB, in column 32 to reflect this.25

26
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l Q Has Staff already reflected that adjustment?

A.2

3

4

5

6

7

8

9

10

II

Yes. On Schedule C-12 of Attachment RCS-2 that was filed with my Direct Testimony,

Staff had made an adjustment to reduce the level of interest on customer deposits included

in cost of service to reflect the customer deposit interest rate of 1.56 percent that became

applicable on January 3, 2020. The 2020 customer deposit rate is 1.56 percent, which APS

conceded should be the rate used to determine interest on customer deposits included in

cost of service.° Applying the 2020 customer deposit interest rate of 1.56 percent to the

ACC jurisdictional amount of customer deposits, which, as shown on Attachment RCS-9,

Schedule C-12, reflects annual customer deposit interest of $1.270 million and reduces the

operating expenses in APS's original Application by $847,000 on an ACC jurisdictional

basis. This adjustment remains the same as presented with my Direct Testimony.

12

Q. With APS's rebuttal adjustment are APS and Staff now using the same annual

amount for customer deposit interest"

A. Yes. With APS's rebuttal adjustment, APS and Staff are now using the same annual

amount of 81.270 million for customer deposit interest.

C-13. Four Corners SCR Deferral Amortization

Q. Have you updated Staff's adj vestment for amortization expense related to the Four

Corners SCR deferral in the current proceeding?

13

14

15

16

17

18

19

20

21 A.

22

23

24

Yes. My Direct Testimony on this had used actual monthly amounts for the debt return,

property taxes, depreciation expense, and O&M expense components of the Four Corners

SCR defenal for the period of April 2018 through June 2020, and projected amounts for

July through December 2020.

25

" See the response to Staff DR 6.l(c).
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l

2

3

4

5

As shown on Attachment RCS-9, Schedule C-13, this adjustment has been updated to use

actual monthly amounts through September 30, 2020, and the Company's projected

amounts for the period October through December 2020. As shown on Attachment RCS-

9, Schedule C-13, column F, this updated adjustment reduces APS's originally proposed

amortization expense by $73,000 on an ACC jurisdictional basis.

6

C-14. Depreciation Expense - New Depreciation Rates Using SFAS 143 Method for Cost of

Removal

7

8

9 Q. What has APS stated in rebuttal concerning the use of the SFAS 143 method for

reflecting cost of removal in the development of APS's new depreciation rates"10

II A.

12

APS witness White's Rebuttal Testimony in Section V argues against this. He claims that

using the SFAS 143 method would inequitably shift the timing of depreciation expense by

reducing current accruals. At page 9, he cites a Michigan decision where that commission

found the traditional straight-line method to be preferable to the SFAS 143 method. At

page 11, he presents an illustration showing for the Four Comers generating station how

applying the SFAS 143 method would reduce depreciation in early years and have

increases in later years. His Four Corners illustration uses a projection through 2038, even

though APS has announced that it will be retiring the unit by 2031. At page 12, he claims

that using the SFAS 143 method recommended by Staff appears to serve no other useful

purpose than to reduce cunent depreciation rates.

13

14

15

16

17

18

19

2()

21

22 Q. Please respond to Dr. White's claim that using the SFAS 143 method would

inequitably shift the timing of depreciation expense by reducing current accruals.

A.

23

24

25

26

In the current case using that SFAS 143 method would shih the timing of depreciation

expense by reducing current accruals for cost of removal/negative net salvage to eliminate

or modify the impact of estimated future inflation. However, I disagree with Dr. White's
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2

3

4

5

6

7

8

9

10

II

12

attempt to prejudge the issue by claiming that that is somehow "inequitable." Indeed,

APS's own depreciation rates proposal in its originally filed Application, and which has

been continued in APS's rebuttal presentation, includes similar shifting. APS has proposed

to continue to use a period for depreciating Four Corners that is well beyond APS's

announced retirement date for that plant, however, that is not characterized by APS as

inequitable. Additionally, in its rebuttal, APS makes two additional adjustments to its

originally proposed depreciation rates, both of which have the result of lowering current

depreciation expense and shifting the timing of cost recovery. Thus, the equity or lack

thereof of such proposals is in the eye of the beholder. Using the SFAS 143 method for

cost of removal/negative net salvage is equitable and reasonable. Moreover, in the current

APS rate case, the use of that method could well have additional benefits to both APS and

customers, by allowing higher levels of costs related to Four Corners to be subject to

securitization.

Q. How could using the SFAS 143 method facilitate higher levels of costs related to Four

Corners to being subject to securitization?

A.

13

14

15

16

17
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19
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21

22

23
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26

APS witness Lockwood's Rebuttal Testimony at pages 13-19 discuss the concept of

securitization in conjunction with her discussion of Four Corners costs. At page 14, Ms.

Lockwood states that APS continues to depreciate the Four Corners asset to 2038, despite

its planned closing by 2031, to avoid upward pressure on rates. On pages 17-18, she

indicates that, with respect to the unrecovered book value of assets no longer in service,

securitization can potentially lower customer costs, by financing at a debt cost which is

likely to be less than the utility's regulated cost of capital. Thus, similar to APS's proposed

continued use of a depreciable life through 2038 for Four Comers, the use of the SFAS 143

method for cost of removal/negative net salvage, could likewise facilitate having a larger

amount of remaining cost for negative net salvage/cost of removal by the Company's
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l

2

3

4

5

announced 2031 retirement date, which could potentially be subject to cost savings via

securitization. Applying the SFAS 143 method could thus result not only in current cost

savings and mitigation ofAPS's revenue requirement in the current rate case, but also could

facilitate longer term savings in the future if APS is able to use securitization to reduce

carrying costs on retired fossil generating units, such as but not necessarily limited to Four

Corners.6

Q. Is Staff taking a position on securitization in the current case?

7

8

9 A.

10

II

No. APS has not made aspecific securitization proposal to address. Staff will continue to

monitor developments, including enabling legislation. The point being made with respect

to APS's new depreciation rates in the current case is simply that holding down

12 depreciation for fossil generating stations in the current case via the Application of the

SFAS 143 method would not only produce current savings and revenue requirement

mitigation, but could also facilitate additional future cost savings if APS is able to use

securitization for retired fossil generating plant at some point in the future.

Q. Please respond to Dr. White's citation of a Michigan decision on page 10 of his

rebuttal.

A.

13

14
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20

21

22

23

24

25

26

27

In the decision cited by Dr. White, the Michigan Commission determined that the

simplicity of the straight-line method outweighed the complexity of an alternative method

such the SFAS 143 approach. Apparently, that was consistent with the Michigan PSC

Staff position in that proceeding. In contrast, other jurisdictions, notably, Maryland and

the District of Columbia have found the SFAS 143 method to be an improvement to the

traditional method for the recognition of cost of removal/negative net salvage and have

therefore required the utilities they regulate to utilize the SFAS 143 method, as cited in my

Direct Testimony. Additionally, the Staff recommendation in the current APS case is to

adopt the SFAS 143 method.
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Q. Is using the SFAS 143 method for cost of removal/negative net salvage equitable and

reasonable?

A. Yes. Using the SFAS 143 method is both equitable and reasonable for the reasons

explained in my Direct Testimony.

Q. Is the fact that using the SFAS 143 method would reduce depreciation expense for

new rates below the level that APS originally proposed a valid reason for rejecting

the SFAS 143 method?

A. No. The fact that an improved method for addressing the cost of removal/negative net

salvage component of depreciation rates results in reduced expense is not a valid reason

for rejecting the SFAS 143 method. Moreover, APS's own presentation includes a number

of aspects which appear to have no other purpose than reducing depreciation expense. It

has been noted that APS proposes to continue to depreciate the Four Comers generating

station through 2038, notwithstanding its announcement that it would be retired by 2031.

This continued use of that assumed life by APS serves to hold down the amount of annual

depreciation expense. Dr. White does not take exception to that Company decision or

criticize it, even though the impact is to hold down APS's depreciation expense in the

current rate case. Additionally, in its rebuttal, APS makes two additional adjustments to

its originally proposed depreciation rates, both of which have the result of lowering cunent

depreciation expense and shifting the timing of cost recovery.

Q. Did Dr. White provide updated workpapers or Excel files with his Rebuttal

Testimony?

No.A.
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l Q Are you adjusting the Staff's adjustment for new depreciation rates using the SFAS

143 method at this time?2

A.3

4

5

6

7

8

9

10

II

12

No. Attachment RCS-9, Schedule C-14 at this time presents the same adjustment for using

the SFAS 143 method that was filed with my Direct Testimony. As I have noted in other

sections of this Testimony, in its rebuttal filing APS made two new adjustments to its

depreciation rate proposals in its rebuttal filing, relating to the amortization period for the

Palo Verde depreciation reserve excess and for using a 40 year service life for AZ Sun

solar generation, however, Dr. White did not include supporting workpapers or updates to

the SFAS 143 part of his depreciation study with APS's rebuttal filing. Staff has asked

follow up discovery of APS to obtain such information. If supporting workpapers and

Excel files become available for APS witness White updating the SFAS 143 section of his

depleciation rate study, consistent with the new adjustments that APS has made to its

proposed depreciation rates, I would reserve the right to make conforming updates after

review of such workpapers and supporting calculations.

Q. Why is the SFAS 143 method preferable to the traditional straight-line approach for

the cost of removal/negative net salvage component of a utility's depreciation rates?

A.

13

14

15

16

17

18

19

2()

21

22

23

24

25

26

The SFAS 143 method preferable to the traditional straight-line approach for the cost of

removal/negative net salvage component of a utility's depreciation rates because it avoids

charging current utility customers with multiple years of estimated future inflation. The

inclusion of estimated future inflation in the cost of removal (negative net salvage)

component of APS's proposed depreciation rates is most obvious with dismantlement costs .

APS had dismantlement studies conducted for a number of its generating plants, including

fossil-fueled generation and solar generation. APS's calculations of the dismantlement

costs to be included in its development of the negative net salvage is shown in APS witness

Dr. White's Direct Testimony, specifically in his Attachment REW-2DR, page 87,
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l Statement G. The APS calculations for this have been reproduced on Attachment RCS-9,

Schedule C-14.4.2

3

4

5

6

As shown there, APS is inflating the dismantlement cost amount from each study out

through the projected retirement date of each unit. For example, for Four Corners, the

dismantlement cost is inflated from 2015 (the year of the study) to 2038 (the year

anticipated for plant retirement). This procedure results in charging current ratepayers for

estimated future intlation.

7

8

9

10

II

12

There are alternative ways to compute the cost of removal component of depreciation rates

that help avoid charging current ratepayers for estimated future inflation. The SFAS 143

method, which is Staff"s primary recommendation in this case, and which has been adopted

in recent cases in Maryland and the District of Columbia, uses the present value method

for the cost of removal component of depreciation rates. That method applies a present

value approach similar to the one that is described in SFAS 143 which is part of GAAP for

asset retirement obligations. The discounted present value approach for cost of removal

has been discussed in additional detail in Section V of my Direct Testimony.

13

14

15

16

17

18

19

2()

21

As it applies to APS's fossil and solar plant for which APS has presented dismantlement

studies, two other relatively straight-forward approaches could be utilized to remove the

estimated future inflation component from the cost of removal for those plants.

22

Q.23

24

Please summarize the adjustment to the APS-proposed amounts of "studied"

Depreciation and Amortization Expense for using the SFAS 143 method?

A.25

26

Staff is proposing to use SFAS 143 Method for the cost of removal/negative net salvage

component of APS's new depreciation rates instead of the traditional method that the
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Company is proposing to use. Staffs adjustment for new depreciation rates, applied to test

year plant, is shown on Attachment RCS-9, Schedule C-14 and reduces APS's requested

depreciation expense by $13556 million on a total Company basis and by $12. 134 million

on an ACC jurisdictional basis. If supporting detail becomes forthcoming from APS to

incorporate the impacts of APS's new depreciation adjustments in recalculated SFAS 143

method results, as noted above, I reserve the right to update this Staff adjustment after

reviewing such materials.

Q. Have you reflected any adjustments for the use of different useful lives for APS plant

in your rebuttal?

A. Yes. As discussed below, I have reflected APS's revised proposal to use a forty-year

estimated service life for AZ Sun solar generating facilities.

Q. At the time of your Direct Testimony, did you recommend adjustments for the use of

different useful lives for APS's distribution or general plant at that time?

A. No, not at that time.

l
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II
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Q APS witness White's Rebuttal Testimony has a section III wherein he discusses

certain adjustments proposed by RUCO witness Radigan to use better-fitted

depreciation lives and curves. Should your Direct Testimony be construed in any

manner against the merit of RUCO witness Radigan's recommendations?

A. No. Dr. White's Rebuttal Testimony at page 6, at the end of his discussion of RUCO

witness Radigan's depreciation recommendations, states that: "It is noteworthy that Staff

witness Smith testified that '... depreciation lives and curves proposed by APS in Dr.

White's Attachment REW-2 should be adopted for use in this case At the time of

Staff's direct filing, I did not have access to RUCO witness Radigan's depreciation

recommendations and therefore could not have considered them at that time. My Direct

Testimony should not be construed in any manner against the merit of RUCO witness

Radigan's depreciation rate recommendations.

Q. At page 6 of his Rebuttal Testimony, Dr. White states that: "The knowledge and effort

required to create the spreadsheet is a work product of Foster Associates that was not

provided to Mr. Radigan to appropriate, modify and use to derive his accrual rates."

Is this lack of transparency in the depreciation studies prepared for APS by Dr.

A.

White's firm, Foster Associates, a cause for concern"

Yes. The development of depreciation rates for a regulated public utility such as APS

should be transparent. Failing to provide spreadsheets with sufficient detail in support of

proposed utility depreciation rates and which can be used to analyze and modify the

utility's proposed new depreciation rates is not acceptable. The Commission should

require full transparency from its regulated utilities in supporting and providing workpaper

details for the depreciation rates that the utility is requesting the Commission to approve.

l
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l Q

2

Please summarize your recommended adjustment to depreciation expense for new

depreciation rates.

A.3

4

5

6

7

8

9

As shown on Attachment RCS-9, Schedule C-14, page 1, the recommendations concerning

the treatment for the cost of removal component of depreciation rates reduces APS's

requested depreciation expense by approximately $13.546 million on a total Company

basis and $12. 134 million on an ACC jurisdictional basis. As noted above, this adjustment

may be updated by Staff if APS provides information that has been requested by Staff in

discovery related to updating the SFAS 143 method depreciation rates to reflect the impact

of APS's other depreciation rate updates.

10

II C-l4A. Depreciation Rates - Palo Verde Depreciation Reserve Excess Amortization

12 Q. Please explain Staff Adjustment C-14A.

A. In its rebuttal, APS proposes to amortize the depreciation reserve excess for Palo Verde

nuclear plant over six years, versus the nine-year amortization period that was reflected for

this in APS's original Application. I have reflected this adjustment on Attachment RCS-

9, Schedule C-l4A.

C-l4B. Depreciation Rates - AZ Sun Solar Facilitv Useful Life

Q. Please explain Staff Adjustment C-l4B.

13

14
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2()

21

22

A. In its rebuttal, APS now proposes to use a 40-year service life for AZ Sun solar generating

facilities, versus the 30-year service life for such facilities that was reflected in APS's

original Application. I have reflected this adjustment on Attachment RCS-9, Schedule C-

14B.23

24
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C-15. Depreciation Expense on PTYP at Staffs Recommended Depreciation Rates

Q. Have you updated Staff Adjustment C-15?

A. Yes. This adjustment adjusts depreciation expense on PTYP to reflect the new depreciation

rates recommended by Staff. As shown on Attachment RCS-9, Schedule C-15,

depreciation expense on PTYP is reduced by $267,000.

C-16. Expenses Related to Damaged and Retired McMicken BESF

Q. Have you updated Staff Adjustment C-16?

A. Yes. The Staff adjustment shown on Attachment RCS-9, Schedule C-16 removes expenses

related to the damaged and retired McMicken BESF. In her Rebuttal Testimony at page 4,

APS witness Blankenship indicates that APS agrees that expenses related to the damaged

and retired McMicken BESF should be removed, and identified a revised amount of

$659,000 for the O&M expense adjustment. Staff"s updated adjustment incorporates the

updated O&M expense adjustment identified by APS witness Blankenship.

C-17. Normal Pension and OPEB Expense

Q. Please explain Staff Adjustment C-17.

A. In its rebuttal, APS adopted an adjustment proposed by AECC to reflect a "normal" level

of pension and OPEB expense by averaging 2019 and 2020 amounts. Staff agrees with

this adjustment and I have reflected it on Attachment RCS-9, Schedule C-17. Employee

benefit expense is reduced by $12.853 million on an ACC jurisdictional basis.

C-18. AG-X Revenue for Test Year Power Supplv Adjustor

Q. Please explain Staff Adjustment C-18.

l
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A. In its rebuttal, APS has indicated that it recovers approximately $15 million per year in

AG-X revenue related to the test year Power Supply Adjustor. As explained on page 10 of
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l

2

3

4

5

6

APS witness Snook's Rebuttal Testimony, as part of the AG-X program, APS retains $1.25

million in margins from wholesale sales per month from the margins that credit the overall

APS fuel costs in the PSA. Because APS retains such revenues through the PSA

mechanism, the $15 million annual amount should not be included in the base rate revenue

deficiency. Staff agrees with this adjustment and I have reflected it on Attachment RCS-

9, Schedule C-18.

C-19. Transmission Expense Error Correction

7

8

9 Q. Please explain Staff Adjustment C-19.

10

II

12

A. In its rebuttal, APS has identified an error where approximately $17.6 million of

Transmission Expense in March 2019 was omitted in APS's original Application. Mr.

Snook's Rebuttal Testimony states at page 13 that Transmission Expense for March 2019

was inadvertently omitted from APS's model resulting in an understatement of its revenue

requirement by approximately $18 million. Staff has issued discovery to APS to better

understand the details of this APS-identified error correction. Subject to obtaining

adequate supporting detail, I have reflected an adjustment for this error correction on

Attachment RCS-9, Schedule C-19.

C-20. TEAM Balancing Account

13

14
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2()

21

Q. Have you reflected other net operating income adjustments for items that were

revised in APS's rebuttal?

A.22 Yes. As described below, I have reflected a number of adjustments in Staff" s surrebuttal

presentation to reflect costs that were revised in APS's rebuttal.23

24
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l Q Please explain the adjustment shown on Attachment RCS-9, Schedule C-20.

A.2

3

4

5

6

In its rebuttal filing, APS added a new pro forma adjustment No. 53 to reflect Amortization

of the TEAM balancing account from the rate effective date over ten years. The adjustment

shown on Attachment RCS-9, Schedule C-20, reflects the impact of this new APS

adjustment. Attachment RCS-10 presents APS's responses to Staff DR 31.1 and 31.2

which address the rate base adjustment that APS included in its rebuttal related to the

TEAM balancing account. As noted above, Staff is continuing to investigate the APS

TEAM Balancing Account and the related amortization.

7

8

9

C-21. Crisis Bill10

II Q. Please explain the adjustment shown on Attachment RCS-9, Schedule C-21.

12 A. In its rebuttal filing, APS updated its pro forma adjustment for Crisis Bill to correct an

inadvertent error where crisis bill assistance was shown as revenue but should have been

an expense. The adjustment shown on Attachment RCS-9, Schedule C-21, reflects the

difference between APS's original and rebuttal adjustments for this as a Staff surrebuttal

adjustment. It should be noted that this correction changed the presentation but did not

change the net operating income impact.

C-22. Ocotillo Modernization Project Deferral Amortization

Q. Please explain the adjustment shown on Attachment RCS-9, Schedule C-22.
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A. In its rebuttal filing, APS updated its pro forma adjustment for the Ocotillo Modernization

Project Defenal Amortization. The adjustment shown on Attachment RCS-9, Schedule C-

22, reflects the difference between APS's original and rebuttal adjustments for this as a

Staff suirebuttal adjustment.

25
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C-23. West Phoenix Disallowance

Q. Please explain the adjustment shown on Attachment RCS-9, Schedule C-23.

A. In its rebuttal tiling, APS updated its pro forma adjustment for the West Phoenix

Disallowance. The adjustment shown on Attachment RCS-9, Schedule C-23, reflects the

difference between APS's original and rebuttal adjustments for this as a Staff surrebuttal

adjustment.

C-24. Annualize Property Taxes

Q. Please explain the adjustment shown on Attachment RCS-9, Schedule C-24.

A. In its rebuttal filing, APS updated its pro forma adjustment to Annualize Property Taxes.

The adjustment shown on Attachment RCS-9, Schedule C-24, reflects the difference

between APS's original and rebuttal adjustments for this as a Staff surrebuttal adjustment.

C-25. Amortize Property Tax Defe1Tal

Q. Please explain the adjustment shown on Attachment RCS-9, Schedule C-25.

A. In its rebuttal filing, APS updated its pro forma adjustment to Amortize the Property Tax

Deferral. The adjustment shown on Attachment RCS-9, Schedule C-25, reflects the

difference between APS's original and rebuttal adjustments for this as a Staff surrebuttal

adjustment.

APS'S REQUESTED ACCOUNTING DEFERRALS

Q. What is an accounting deferral?
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A. An accounting deferral is a Commission authorized ratemaking mechanism that provides

APS the ability to defer costs that would otherwise be expensed during the current

accounting period under GAAP. An accounting deferral can address the timing mismatch

between cost incurrence and when a utility is allowed to recover the asset in rates. It can

also provide important financial support to the utility during the deferral period.
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l Accounting Deferral for the Four Corners SCR and OMP

2 Q. What does APS propose in its rebuttal for continuing the Four Corners SCR and

OMP accounting deferrals?

A.

3

4

5

6

7

8

9

10

II

APS witness Blankenship's Rebuttal Testimony on page 17 indicates that APS proposes to

continue to defer costs related to the Four Corners SCR and OMP through the rate effective

date and to address any differential in its next rate case Application. Specifically, APS

proposes to continue to apply deferred cost accounting for the Four Corners SCR and OMP

costs from January 1, 2021, which was the rate effective date that APS had assumed in its

original Application, to the actual rate effective date. APS proposes to address those

additional deferred balances from January 1, 2021, until the rate effective date, in the

Company's next rate case proceeding.

12

Q. Does Staff agree with this APS proposal"

A.
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Generally, yes. Staff recognizes that the rate effective date for new base rates in this case

is no longer anticipated to be January 1, 2021 and that APS will have some costs for these

items after January l, 2021 and before new base rates for APS are set. Continuing the

deferred accounting for these costs for that tail-end period, consisting of the months in

2021 prior to establishment of new base rates for APS therefore appears reasonable and

consistent with the settlement reached in APS's last rate case. Consequently, Staff is not

opposed to APS's proposal for deferred accounting for the Four Corners SCR and OMP

costs from January 1, 2021, to the actual rate effective date for new APS rates in the current

rate case, or APS's related proposal to defer and address such tail-end deferrals in APS's

23 next rate case.
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l Accounting Deferral for Property Taxes

2 Q. Please discuss APS's accounting deferral related to property taxes.

3

4

5

6

7

8

9

10

II

12

A. As discussed on pages 28-29 of Ms. Blankenship's Direct Testimony, in the Settlement

Agreement from APS's last rate case, the Company was allowed to defer for later recovery,

or refund a portion of changes in its Arizona property taxes. Pursuant to that Settlement

Agreement, APS has included pro forma adjustments to rate base and operating expenses

in the current case related to the property tax deferral that resulted from the Settlement

Agreement in APS's last rate case. At pages 19-20 of her rebuttal, APS witness

Blankenship states that APS disagrees with ending the property tax deferral because

property taxes can fluctuate significantly year-over-year and represent costs that the

Company cannot control. She states that allowing the deferral does not impact this case

and does not guarantee recovery in subsequent rate cases, but merely preserves APS's

ability to recover or refund such costs should the Commission find them reasonable and

prudent at the time actual recovery is sought.

Q. In the current proceeding, is APS requesting to continue accounting deferrals for

property tax?

A.
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Yes. As discussed on pages 41 through 42 of her Testimony, and pages 19-20 of her

Rebuttal Testimony, Ms. Blankenship states that the Company seeks to continue property

tax accruals. Specifically, in accordance with the provisions of Accounting Standards

Codification ("ASC") 980, APS proposes to be allowed to defer for future recovery, 100

percent of all changes to Arizona property tax expense above or below the adjusted test

year level of $177 million that are caused by changes to the applicable Arizona composite

property tax rate.7 The Company proposes to track and record the deferral in the same

manner as it is currently done, and to recover the deferred balance in its next rate case. In

7 The Company's request does not include changes in the assessed value of property.
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addition, the Company proposes to recover any positive balance from ratepayers over a 10-

year period and any negative balance will be refunded to ratepayers over a three-year

period.

Q. Does Staff support a continuation of a property tax deferral for APS"

A. No. The prior APS property tax deferrals were the result of settlements. APS has not

shown in the current proceeding that a continuation is necessary.

Accounting Deferral for Cloud Computing Costs

Q. One of APS's other deferrals relates to Cloud Computing costs. Are you

recommending an adjustment to the Company's proposal to include capitalized cloud

computing costs in rate base at this time?

A. No. Staff has accepted APS's proposal to include Cloud Computing in rate base and is not

recommending an adjustment at this time.

APS SURCHARGES

APS's Current Surcharges/Riders/Adjustment Mechanisms

1

2

3

4

5

6

7

8

9

10

II

12

13

14

15

16

17 Q. What surcharges or rate riders does APS currently have?

A. APS currently has the following surcharges Ol riders:

Renewable Energy Adjustment Clause ("REAC")

Demand-Side Management Adjustment Clause ("DSMAC")

Environmental Improvement Surcharge ("EIS")

Lost Fixed Cost Recovery Mechanism ("LFCR")

Transmission Cost Adjustor ("TCA")

Power Supply Adjustor ("PSA")

18
19
20
21
22
23
24
25
26
27
28
29
30
31

Tax Expense Adjustor Mechanism ("TEAM")32
33
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I will address certain aspects of APS's proposed riders in additional detail below.

TEAM

Q. Does APS now propose to retain the TEAM?

A. Yes. The TEAM passes through the tax savings that resulted from the federal Tax Cuts

and Jobs Act of 2017 ("TCJA"). In its original Application, APS proposed to end the

TEAM. However, in his Rebuttal Testimony at page 14, APS witness Snook indicates that

APS now proposes to retain the TEAM rather than eliminate it. APS proposes to use the

TEAM to continue to return to customers the amortization of protected excess ADIT as

well as retain the mechanism in anticipation of future changes to federal or state income

tax policy.

Q. What is Staff's position on APS retaining the TEAM rather than eliminating it?

A. Staff is not opposed to retaining the TEAM. Staff is reviewing APS's November 30, 2020

filing (the "40-252 filing" described in APS's responses to Staff DR 31.1 and 31.2),

wherein APS has proposed to continue the TEAM bill credit into 2021.

New Advanced Energv Mechanism

Q. Has APS proposed a new rider in its Rebuttal Testimony?

A. Yes. APS proposes a new AEM in its Rebuttal Testimony.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21
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l Q Was this mechanism proposed by APS in its rate case Application?

A.2

3

4

No. The AEM was introduced in APS witness Guldner's Rebuttal Testimonys and

discussed in APS witness Lockwood's Rebuttal Testimonyg as well as APS witness

Snook's Rebuttal Testimony!0.

5

6 Q. Did you review the Rebuttal Testimony of APS witnesses Guldner, Lockwood, and

Snook prior to preparing your Surrebuttal Testimony"

A. Yes, I did.

7

8

9

Q. What costs would be recoverable through APS's proposed AEM?10

II A.

12

The AEM would provide for recovery of the capital cost and expense of clean energy

investments not already recovered in base rates or through another adjustment mechanism.

A proposed Coal Community Transition ("CCT") cost would also be recovered through

the proposed AEM. I address the CCT separately in the next section of my Surrebuttal

Testimony.

Q. How does APS propose that its clean plan investments would be determined?

A.

13

14

15

16

17

18

19

2()

21

Every three years, APS will file with the Commission a request for Approval of Load

Forecast and Needs Assessment. The Commission will then issue an order approving a

load forecast and needs assessment, and the Company will issue an All-Source Request for

Information ("ASRFI") in accordance with the decision. I I

22

23

24

Based upon the results of the ASRFI, the Company will develop an Integrated Resource

Plan with a prefened portfolio of resources over a future 15-year period. After the

s Ibid., Page 7.
9 APS Rebuttal Testimony of Barbara Lockwood. Pages 78.
In APS Rebuttal Testimony of Leland Snook. Pages 1516.
" Energy Rules. RI422707 (not yet in etTect).
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l
2

3

4

5

evaluation and consideration of all parties, Staff will recommend a resource portfolio, and

the Commission will vote on a resource portfolio (either Staff's or a modified version) to

be implemented by the Company." APS will issue an All-Source Request for Proposal

("ASRFP") to achieve the approved resource portfolio, with the first five years constituting

the Company's approved Action Plan.'3

6

7

8

9

The LSE may request recovery of the costs associated with achieving APS commission-

approved resource portfolio (and action plan) in a rate case. Only investments deemed

prudent and approved by the Commission would be eligible to have their costs recovered

through the proposed AEM.1410

II
12 Q. Does APS indicate that costs that are currently being addressed in other mechanisms

could become recoverable through the Company's proposed AEM?

A.

13

14

15

16

17

Yes. APS witness Snook suggests that the AEM could be modified to include the existing

Demand-Side Management Adjustment Charge ("DSMAC"), Renewable Energy

Adjustment Charge ("REAC"), and Lost Fixed-Cost Recovery ("LFCR") mechanisms in

the future.'5

18

19 Q. Why is APS seeking the AEM to meet its Clean Energy Commitment"

A.20

21

22

23

According to APS witness Guldner, without an AEM or equivalent mechanism, "progress

in this transition [to a clean energy future] will be slowed, creating a significant burden on

the Commission, the Company, and interveners due to the frequency of rate cases required

to recover investments. Further, meeting our clean energy commitments without

12 Energy Rules. RI422708 (not yet in effect).
in Energy Rules, RI422709 (not yet in effect).
14 Energy Rules, R 1422718 (not yet in effect).
is APS Rebuttal Testimony of Leland Snook. Page 15, Lines2024.
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1

2

contemporaneous recovery will pressure the credit quality of the Company and,

consequently, our credit ratings."'6

3

4 Q. Did APS include a proposed Plan of Administration for the AEM?

A. No.5

6

7 Q. Can APS meet its Clean Energy Plan in the absence of a new adjustor mechanism

8 such as the AEM?

A.9 Yes. While APS witness Guldner maintains that "it would be very difficult,"l7 APS

10 witness Snook states in his Rebuttal Testimony, the Company could use existing adjustors

II DSMAC, REAC, and LFCR- for recovery of its clean energy plan, with CCT funding

12

13

added to base rates.'*' Staff agrees with this assessment, but recommends that APS develop

a Plan of Administration for an adjustor mechanism to recover the Company's CCT costs,

14 and no other costs,

15

16 Q. Does Staff recommend approval of the proposed AEM?

17 A.

18

19

20

21

22

No. The AEM was introduced very late in the rate case process, making the appropriate

evaluation problematic within the confines of the current rate case. Furthermore, the AEM,

as proposed by the Company, is merely conceptual in nature and lacks the specificity

necessary to recommend approval at this time. Staff has submitted a data request to the

Company for more detail regarding the proposed AEM but does not expect a timely

response before this Testimony is filed.

23

" APS Rebuttal Testimony of Jeffrey Guldner. Page 7. Lines 1120.
iv bid.. Page 7. Line 13.
is APS Rebuttal Testimony of Leland Snook. Page 16, Lines l720 .
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l Coal Community Transition Commitment

2 Q. What amounts of cost for the CCT commitment were identified by APS in its Rebuttal

Testimony for recovery from ratepayers?3

4 A.

5

6

7

8

9

APS witnesses Guldner, Lockwood and Snook discuss the APS CCT commitment costs in

their Rebuttal Testimony. APS witness Guldner's Rebuttal Testimony at page 9 states that

APS proposes a total of $128.75 million for its CCT commitment, with $23.75 million of

that being funded from shareholders.19 Mr. Guldner's Rebuttal Testimony at page 9 also

mentions $110 million "over ten years for a transition, as well as funding for electrification

efforts, transmission development and regional economic development efforts."

10

II

12

APS witness Lockwood's Rebuttal Testimony at page 8 includes a table with a $13 million

amount shown under Adjustor Changes for the AEM. APS witness Snook's Rebuttal

Testimony at page 12 includes a similar table with $13 million identified for the AEM

under the heading "Rebuttal Adjustor Impact." Details supporting those tables in Excel

files provided by APS in conjunction with its Rebuttal Testimony indicate that APS appears

to be initially requesting $13.35 million in annual funding from ratepayers related to the

Company's CCT commitment. As noted above, APS has proposed recovery of that

through a new adjustor, the AEM, which APS identified for the first time in its Rebuttal

Testimony.

13

14

15

16

17

18

19

2()

21 Q.

22

Is Staff seeking additional information concerning the Company's CCT

commitment?

A.23

24

25

Yes. Staff has issued discovery to APS to obtain a better understanding of how APS derived

the amounts and the Company-proposed sharing between customers and shareholders for

the CCT commitment but does not expect a timely response before this Testimony is filed.

19 Subtracting the $23.75 million of APS proposed shareholder funding from the APS proposed total amount of
$128.75 million, would apparently leave $105 million as the amount APS is seeking to recover from ratepayers.
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l Q Is APS the only Arizona utility affected by coal community transition?

2 A. No. APS is not the only electric utility regulated by the Commission that has ownership

3 Other Arizona utilities, such as Tucsoninterests in coal-fueled generation facilities.

4

5

6

7

Electric Power Company ("TEP"), also have ownership interests in coal fired generation

facilities and thus could also be affected by coal community transition. For this reason,

Staff recommends that the Commission consider establishing a generic proceeding to

address coal community transition commitments and to explore options for cost recovery.

8

9 Q.

10

I I

12

APS rebuttal witnesses Lockwood and Guldner discusses the potential for

securitization in her Rebuttal Testimony. Do they indicate whether APS's CCT

commitment costs could potentially be included in a pool of costs related to

transitioning out of coal-fired generation that might be considered for cost recovery

via securitization?13

14 A.

15

16

17

No, not specifically. APS witness Lockwood's Rebuttal Testimony at pages 13-19 discuss

the concept of securitization in conjunction with her discussion of Four Corners costs. She

does not specifically address applying securitization for the costs related to APS's CCT

commitment.

18

19

2()

21

22

23

APS's witness Guldner's Rebuttal Testimony at page 8 discusses the concept and potential

benefits of securitization. He states that "securitization of retiring assets, combined with

an adjustor mechanism, are tools that can reduce the rate impacts of transitioning to a clean

energy future." The Company's CCT commitment would seem to be a component of

APS's transitioning to a clean energy future.

24

25

26

Mr. Guldner's Rebuttal Testimony at page 8 continues by stating that securitization has not

yet been used in Arizona, and new enabling legislation is believed by APS to be needed.
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He indicates that securitization is a complex topic, and needs to be done appropriately to

provide the intended benefits to all parties. He concludes by stating that: "APS is

committed to pursuing securitization and looks forward to working with the necessary

parties to make it happen in the interest of our customers."

Q. Does Staff recommend that the topics of securitization and costs related to

transitioning to a clean energy future be addressed in a generic proceeding?

Yes .A.

CCT commitment costs in its surrebuttalHow has Staff reflected the APSQ.

presentation"

A. Staff has not included the Company's CCT commitment costs that were identified by APS

in its Rebuttal Testimony as an addition to APS's cost of service that would be recoverable

in new base rates. Staff is also recommending against adoption of APS's proposed new

AEM.

Q. Should APS have a narrowly tailored CCT commitment rider to address the recovery

of CCT commitment costs?

A. Staff believes that there could be merit in APS having a narrowly targeted CCT rider which

would address the recovery of the Company's CCT commitment costs, and no other costs.

Staff therefore recommends that APS be required to develop a Plan of Administration for

CCT commitment costs. On Attachment RCS-9, Schedule A, lines 8 and 17, the cost

recovery for the Company's CCT commitment is being reflected in Staff" s surrebuttal

presentation as occurring in a specific limited CCTC adjustor, rather than as part of new

base rates for APS .

l

2

3

4

5

6

7

8

9

10

1 l

12

13

14

15

16

17

18

19

2()

21

22

23

24

25

26
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l Q

2

Is Staff recommending a specific initial funding amount for the CCTC adjustor at

this time?

A.3

4

5

6

7

8

9

10

II

12

No. APS's Rebuttal Testimony indicates that securitization could potentially result in cost

savings and reducing the rate impacts of transitioning to a clean energy future. Staff

recommends that the possibility of securitizing CCT commitment costs that the

Commission determines should be recovered from ratepayers be first addressed before

authorizing cost recovery in a CCTC adjustor. Additionally, as noted above, Staff believes

that additional details are needed concerning APS's proposed CTC commitment costs and

APS's proposed allocation of those amounts between ratepayer recovery and shareholder

funding. Finally, Staff notes that the CCT issues affect other Arizona utilities, not just

APS, and thus developing a consistent framework and exploring potential benefits of

securitization in a generic proceeding could have merit.

LFCR

Q. How has APS proposed to treat that LFCR revenue in its base rate revenue

requirement?

A.

13

14

15

16

17

18

19

2()

21

22

As explained by APS witness Mr. Snook on pages 2 through 3 of his Direct Testimony,

due to concerns raised in APS's last rate case relating to the delayed reset of the LFCR

mechanism, APS has proposed in its current base rate case to leave the portion of the lost

fixed costs that are presently collected in the LFCR in the amount of $39.792 million (ACC

jurisdictional) within that mechanism, rather than transferring it to base rates. This

treatment is being proposed by APS to ensure that the estimated bill impacts set forth by

APS are what customers can expect on the rate effective date.23

24

25

26

In his Rebuttal Testimony at page 13, Mr. Snook states that, although APS has no

theoretical objection to transferring all unrecovered fixed costs recoverable under the
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LFCR rider to base rates, the mechanics of this are complicated, as APS's last rate case

demonstrated, and the bill impact is difficult to explain to customers. He states further that

neither APS nor Staff recommended such a course of action at this time.

Q. Does Staff agree with that treatment in the current APS base rate case?

A. Yes. Leaving the portion of the lost fixed costs that are presently collected in the LFCR in

the amount of $39.792 million (ACC jurisdictional) within that LFCR, rather than

transferring it to base rates, should facilitate a clearer presentation of estimated bill impacts

by APS and other parties concerning what customers can expect on the rate effective date,

and should thus help avoid some of the confusion about customer bill impacts that

customers of APS experienced from APS's last base rate case.

Q. Does this conclude your Surrebuttal Testimony?

l

2

3

4

5

6

7

8

9

10

1 l

12

13

14 A. Yes, it does.
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Arizona Public Service Company
Revenue Rcquuemcnl Reconcilimion

Test Year Ended June 30. 20l')

Dockcl No. EOI 34SA 190236
Schcriule A

Page 2 of2
Revised for Surrebunal

(Thousands of  Dollars)

Schedule

Line

No. Description

SlalT
Adiuslcd

Ralf  9851:

( A l

Conversion

Factor
(B 1

Equi va lent

Revenue
Requirement

Amount

(C)

D
AI

0.41%
13346

0.547 I 86%

ss 8.872.984 [4&552)n
D

I
z
3
4
5
6

7.00%
9.34%

37,075
(5.59l l

(5 I ,$05)

I I 1.259)

(7,316)
26.67 I

(53,741)
(260)

3,464
(522)

(4,8 I 2)
(1,052)

(683)
2.492

(5,021)

(25)

s
s
s
s
s
s
5
s
s
s
s
s
s
s

(14)
(97)
463

I
(570)

25 I
7,977

6 I2

( l45)
( I .041 )

4.957

l z
(6,103)

2,686
85,39 I
6,556

B  I
B 2

B 3
B 4

B 5
B 6
B 7

B 8
B 9

B I 0
B I  I

B  I2

B I 3
B  I4

B I 8
B  I6

B I 7
B I X

B I 9

9.34%
9.34%
9.34%

9.34%

9. 34%
9.34%

9.34%
O. 34%
O.34%

9.34%
9.34%

O. 34%

9. 34%
9. 34%
9. 34%

9.34%
9.34%

9.34%

9.34% s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s

s
s
s
s
s
S

7

8
9

10
I I

12
13

14
15

16
17

18
19

20
21

22
23

24
zs

26

27

Rate of return difference
SlalTGR(F
Raw Buss
Original Cost Ralc Base per APS Original Filing

Staf lROR

SI1\H ROR x GR(F
Ef fccl of  Staf f  adjustmcms to Rate Base

PostTast Year Plant Fnw il Gcneralion
PostTest Year Plan! Nuclear Generation

PullTest Your Plant Distribution nail IT/Facilities
PostTes: Year llan\ Technology Innovation

PostTest Year Plant R¢ncw nhh:s
Accumulated Depreciation Rclmcd to PostTest Year Flnnl

Accumulated Dclimcd Income Taxes Rclalcd in PostTcsl Year Plant
Farr Comas SCR Def cnnl

AMI Mclcrs Igor (Tuslmiw r Gmw lll
Prepaid Dirrxtors and ORicers Liability insurance
Costs tier Damaged and Rclinxl MuMicken Bnncry Enemy Storage Facility

Cash Working Capital

West Phoenix Disallow ance
Property Tax Dcfcrral
Ow iilln Def erral

Excess Defered Taxes

TEAM BahnIcinxa Accounts
APS Lease Reclassif ication

APS RCND DilTerl:n6:»:$
Total StnlTOriginal Cost Ralc Base Adjustments

Staf f  AI1justcd Original Cost Rate Base

26 378
8399 362

SmiTR»:vcnnc and

Expense Ad"s.

( DI

SlalTAdj\lsled Net
O1cratinE Income

(E)
640 2 I8s28

4v~)
( I4 l )

160
3.764

703

(639)
l xs

(214)
(5,o°4>

(938)

C I
c z
C 3
( 4
C 5
C 6
C 7
C 8
C 9
C I( )
C I  I
C I 2

29
30

3 l
32

33
34

35
36

37
38

39
40
4 I

(362)
l l&7*J0)

(243)
( l 6 I)

33.898
(KSO)

(73)
u2,I xo)

(17,34m
(6,738)

(268)

(967)

(12309)

(lS.U65)

17,653

659

271
14.079

182
121

(25.309)
637

55
9.13 I

l2,9*J3

5.049
201

725

9,673

l 1.288

(13,227)

(494)

307(230)

C I 3
c  I 4

c \ 4 A
C N B
c 15
C I 6
C I 7
C I 8
C I 9
C 20
C2 l
c 2 2
C 23
C 24
C 25

s
s
s
s
s
s
s
s
s
s
s
s

s
s
s
s
s
s
s
s
s
s
s
s
s
s
s

GRCF
L33460
L 3346U

L33460
L33460

L33460
L 33460

L33460
L 33460

L33460
L33460

L33460
L 33460

L33460
L33460

L33460
L33460

L33460

L33460

L33460

L33460

L 33460

L33460

L33460

L33460

L 33460

L33460

L33460

( I ,$05)

(4,049)

l .I2R
3034

34.182

s (636) s
s 187 s
s (213) s
s (1002) s
s (934) s
s . s
s (360) s
s (18,709) s
s (242) s
s . s
s 33.7SI s
s (847) s

s (73) s
s (l2.l34) s
s (17,265) s
s (6,709) s
s (267) s
s (963) s
s (1z.8s3) s
s (1s.0(10) s
s 17.576 s
s 656 s
s (L250) s
s 306 s
s . s
s (1,49')) s
s 14.0s1> s
s 46 561 s

42
43

44
45

46

47

48

49

50

s l

sz

53

54

55

56

57 674400.

L33460
1.32880

0.00580

s 17,270

Schedule A. page 1. column A. line 7

Schedule A. page I, column C. line 7

100

(91 ,604)
22.949

[6&655 )
(Cv8.6581

3

58

59
60

6 I
62

63
64

65
66

67

Net Operating Income

Ncl Operating Incnmc per APSs Ordinal Filing
EITCAt of  Slaf f Adjustments on NOI

Miscellaneous Ou! of  Period Costs
Injuries and Damages

UARG and USWAG Membership Dues
Depreciation Expense PostTest Year Plant At Current Depreciation Rates

Property Tax Expense PostTest Your Plant
AMI Meters Depreciation Expense

Directors and Of liccrs Liability lnsunincc Expense
Incentive Compensation Expense

Executive Compensation Housing. Retention Bonuses. Financial Planning and Physicals
Imetesl Synclnonization

Base Cost of Fuel and Purchased Pow er
lntetesl on Customer Deposits

Four Corners SCR Dcf rral Amonivation
Depreciation Expense New  Depreciation Rates Using SFAS 143 Method for Cost of  Removal

Depreciation Expense Nuclear Excess Rescw e Aiiionizalion
Depreciation Expense 40 Year Life br AZ Sun

Depreciation Expense on PostTest Year Plant At New  Depreciation Rates

Expenses Relaxed lo Dnniugecl and Retinal McMicken Batten Energy Storage Facility

Normalize Pension and Post Retirement Employee Ber clit Expenses

Adjust ior Test Year AGX Revenue Recovered in the PSA

Transmission Expense Correction

TEAM Balancing Account

Cris is  Bill

OcoNllo Modcmizntiou

West Fhoenix Dtsnllow ance

Annunlirc Fropeny Taxes

Amortize Property Tax Dcfcrrnl
Total Snif f  Adjustments to PrcTax Income :md to Operating Income

Staf lAdjus ted Net Operating Income

Gross Revenue Conversion Factor Dif ference:

Per StatT

Per Company
Dif ference

Company znqnstctl NOI def iciency
GRCF dif ference

STAFF REVENUE REQUIREMENT ADJUSTMENTS IDENTIFIED ABOVE
Company requested Base Rate Revenue Increase on OCRB

Reconciled Revenue Requirement
Revenue Requirement Calculated on OCRB

Unidcntilied Dif f erence

s
s
s
s
s
S

New s and Source
Pretax return computed using Gross Revenue Conversion Factor
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Arizona Public Service Company
Computation of Gross Revenue Conversion Factor

Docket No. E-01345A- l 9-0236
Schedule A-1

Page I of l
Revised for SurrebuttalTest Year Ended June 30, 2019

(Thousands of Dollars)

Company
Desai son

Line
No.

Staff
Pro used

(B)(A)

l 100.00%Gross Revenue 100.00%

2 Less: Uncollectible Revenue 0.41%

Taxable Income as a Percent 100.00%3 99.59%

Less: Federal Income Taxes4 20.91%21 .00%

Taxable Income as a Percent5 79.00% 78.68%

6 3.75%3.75%Less: State Income Taxes

74.93%7 75.25%Change in Net Operating Income

1.33461.32888 Gross Revenue Conversion Factor

24.66%Combined state and federal income tax rate 24.75%9

Notes and Source
Col.A: APS Filing, Schedule C3
Col. B: Staff included the uncollectible rate of 0.41% per Company workpaper JEH-WPSDR

10
I I
12
13
14

Net Income
Federal Income Taxes
State Income Taxes
Uncollectibles
Total Revenue Increase

Fair Value Alt 2

(E)
(41,388)
(l 1,552)
(2,069)

(226)
55 235

s
s
s
s
s

Components of Revenue Requirement Increase ($000's)
Percent

(C)
74.93%
20.91%
3.75%
0.41%

100.00%

s
s
s
s
S

Fair Value Alt l
(D)

(51,086)
(14,259)
(2,554)

(280)
68,178

15
14

Total Revenue Increase per Schedule A
Difference

S

S

55 235
0

s
s

68.178
(0)
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Docket No.E-01345A- 19-0236

Schedule C
Page 1 of 1

Revised for Surrebuttal

Arizona Public Service Company
Adjusted Net Operating Income
ACC Jurisdictional
Test Year Ended June 30, 2019
(Thousand of Dollars)

Line
No. Descri son

Staff
Adustments

(B)

As Adjusted
b Sta f f

(C)

As Adj usted
b APS

(A)

1,250
15,000

l
2
3

4

3,279,191
0

142,230
3 421 422 16250

3,280,441
15,000

142,230
3 437 672

$
$
S

S

$
$
$
$

$
$
S

$

Operating Revenues
Revenues From Base Rates
Revenues From Surcharges
Other Electric Revenues
Total Operating Revenues

5

6

7

8

9

10

943,995
884,542
647,485
113,662
191,519

2 781 204

33,75 l
(15,508)
(40,749)
11,129
(6,556)

17932 977,746
869,035
606,737
124,791
184,963

2 763 272

$
s
$
$
s
$

EB

$
519

EB

$
33

$
$
s
$
$
$

Operating Expenses
Fuel and Purchased Power
Operations and Maintenance
Depreciation and Amortization
Income Taxes
Taxes other than Income Taxes
Total Operating Expenses

$$ $34,182640,218 674,40011 Net Operating Income

Notes and Source
Col. A: APS Schedule C-1, page 2 of2
Col. B: Staff Schedule C.1
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Arizona Public Service Company
Capital 8truct11re & Cost Rates

Docket No. E01345A-190236
Schedule D
Page l of l

Revised for SurrebullalTest Year Ended June 30. 2019

(Thousands of Dollars)

Caoilal Source
Line

No.
Ca ixalizalion

Amount

(A)

Cost

R2ll€
(C)

Weighted Avg.
Cost of Caoilal

(D)

Percent

(B )

4. l0%
10.15%

I

2

3

4

0,00%
1.86%
5.55%
7.4 l%

0.00%
45.33%
54.67%

l 00.00%

s
s
s
s

4,726.125

5.700.968
10.427.093

APS Froposed Cost of Capital
ShortTcrm Debt
LongTerm Debt
Common Stock Equity

Total Capital

4. I 0%

10. I 5%

l . 00%

0.00%
l.34%
4.00%
0.28%
5.62%

0.00%
32.67%
39.41%
27.92%

l 00.00%

5

6

7

8

9

4,022,124

4.850.860

3.437.279

128 I 0.263

$
s
s
s
$

APS Proposed Fair Value Rate of Return
ShonTerm Debt
LongTcm\ Debt
Common Stock Equity
FVRB Increment

Total Capital

4.10%
9.40%

0.00%

1.86%

5. 14%
7.00%

4,726. 1 zs

5 700.968
10.427.093

10

I I

12
13

0.00%
45.33%
54.67%

100.00%

$

s

se

s

ACC Staff Proposed Cost of Capital
ShortTerm Debt
LongTerm Debt
Common Stock Equity

Total Capital

0.4 I%14 Diffcrcncc (Line 13 Line 4)

15 l.86%Weighted Cost of Debt

0.00%
4. I 0%

9.40%

0.00%

1.34%

3.71%

0.00%
32.74%
39.50%

s
s
S

s

4,033.674

4.865.688

8,899,362

16

17

18

19

20

0.0% [a] 0.00% [b]
5.06%21

27.76%

I 00.00%

3.4l9.l 14
12818.476

$
$

ACC Staff - Froposed Fair Value Rate of Return Alternative I
ShowTerm Debt
LongTenn Debt
Common Stock Equity

Capital financing OCRB
Appreciation above OCRB
not recognized on utility's books

Total capital supporting FVRB

0.00%
4. I 0%

9.40%

0.00%
l.34%
3.7 l%

0.00%
32.74%
39.50%

s
s
s
s

4.033.674

4.865.688

8,8*)9.362

22

23

24

25

26

0.30% [al3.4l9.l 14
12 318476

27.76%
100.00%27

$
s

0.08%

5. I 4%

ACC Staff Proposed Fair Value Rate of Return - Alternative 2
ShortTcnn Debt
LongTemi Debt
Common Stock Equity

Capital financing OCRB
Appreciation above OCRB
not recognized on utilitys books
Total capital supporting FVRB

Notes and Source

Lines 14, APS filing Schedule Dl and Attachment LRS-2DR, page l of l
Lines 20 and 26, Col.A:

28 Fair Value Rate Base
29 Original Cost Rate Base
30 Difference

s

S

5

I 2,3 I 8.476

s  899862
3.4 I 9l 14

Schedule A

Schedule A

lb]

Per Staff witness David Parcell101

lb ] The appreciation of Fair Value over Original Cost has not been recognized on the utilitys books.
Such offbook appreciation has not been financed by debt or equity capital recorded on the utilitys books.
The appreciation over Original Cost book value could thcrefbrc be recognized for cost of capital
purposes al zero cost. However. for purposes olthis rate case, Staff has utilized the two alternatives
presented above to calculate APS's revenue requirement on the Fair Value Rate Base increment
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Arizona Public Service Company
Cash Working Capital

DOCk€l No. E01345AI90236
Schedule Bl2

Page I of 3
Revised for SunubuualTcsl Year Ended June 30. 2019

(Thousands of Dollars)

LINE
no. DESCRIPTION

CWC
FACTOR

(B)

STAFF
INCOM E

STATEMENT
ADJUSTM ENTS

(A)

STAFF
ADJUSTM ENTS

TO CASH
WORKING
CAPITAL

(C)
I

0.0 I 834
0.0002 I
0.00000
0.06700
0.0]555

$
s
$
$
s

0.00000
0.00000

$
$
s

FUEL FOR ELECTRIC GENERATION:
COAL
NATURAL GAS
GAS MTM AND FUTURES
HANDLING
FUEL OIL
NUCLEAR:

AMORTIZATION
SPENT FUEL

TOTAL NUCLEAR FUEL s

TOTAL FUEL 3 3

s 33.751 (192)0.00570
0.00000
0.0 l 888

s

PURCHASED POWER
POWER MTM/PSA
TRANSMISSION BY OTHERS

TOTAL PURCHASED POWER & TRANSMISSION

s
s
s
s33.75 l (192)

0.00000ALLOWANCES s

33 751 sTOTAL FUEL AND PURCHASED POWER S (192)

s I .304(18,952)

720s (12,853)

0.06700
0.06878
0.00000
0.06070
0.05599
0.07224
0.05937
0.03103
0.07936
0.00000
0.00000
0.00000
0.00000
0.00000
0.00000

2
3
4
5
6
7
s
9
10
l I
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38

0.00355

OTHER OPERATIONS & MAINTENANCE:
PAYROLL
INCENTIVE
STOCK COMPENSATION
SEVERANCE (EXCLUDES PENSION)
PENSION AND OPEB
EMPLOYEE BENEFITS
PAYROLL TAXES
MATERIALS & SUPPLIES
VEIIICLE LEASE PAYMENTS
PREPAID VEHICLE LICENSES
RENTS
PREPAID RENTS
PALO VERDE LEASE
PALO VERDE S/L GAIN AMORT
INSURANCE

OTHER

TOTAL

58

2,082

s
s
s
s
$
s
s
s
s
s
$
s
$
$
s

3
$

S

3
$

(174)

16.47 I

115.508)

0.00000
0.00000
0.00000

DEPRECIATION & AMORTIZATION
AMORT OF ELECTRIC FLT ACO ADJ
AMORT OF PROP LOSSES & REG STUDY COSTS
TOTAL

i i i

$
s
$s

51
I I

s
s

(2, I 07)
(384)

0.02439
0.02957
0.00000

INCOME TAXES:
CURRENT:

FEDERAL
STATE

DEFERRED
TOTAL 623

s
s
s
3(2.492)

s 3,075(6,556) 0.46901
0.06850
0.07832

s
$
S
s 3 075

OTHER TAXES:
PROPERTY TAXES
SALES TAXES
FRANCHISETAXES

TOTAL s (6556)

0. I4334INTEREST EXPENSE SYNCIIRONIZED 491 $s (70)

39
40

41
42
43
44
45
46
47
48
49
50
5 I
52
53
54
55
56
57
58
59
60
61
62 s 4 957TOTAL s 9686

Notes and Source
Col. B: Amounts from Company wurkpaper EABWF46DR iS
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Arizona Public Service Company
Interest Synchronization

Docket No. E-01345A- 19-0236
Schedule C-10

Page 1 of l
Revised for SurrebuttalTest Year Ended June 30, 2019

(Thousands of Dollars)
ACC

Jurisdictional
Amount Reference

Line
No. Description

l $

$
SB

$

Schedule B
Schedule D
Line 1 x Line 2
See note below
Line 3 - Line 4
APS Sch. C-3

2

3

4

5

6
7 s

8,899,362
1.86%

165,528
165,037

491
24.75%

(121)

Adjusted rate base
Weighted cost of debt
Synchronized interest deduction
Synchronized interest deduction per APS' filing
Difference (decreased) increased interest deduction
Combined federal and state income tax rates
Increase (decrease) to income tax expense

$ 8,872,984 Schedule B
1.86% Schedule D

165 037s

Notes and Source
Line 4:

8 APS Adjusted Rate Base
9 APS Weighted Cost of Debt
10 Synchronized interest deduction per APS
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Arizona Public Service Company
Interest on Customer Deposits

Docket No. E-01345A- l 9-0236
Schedule C~l2

Page I of l
Test Year Ended June 30, 2019
(Thousands of Dollars)

Line
No. Descri son Adustment

(C)

Per Staff

(B)

Per Com an

(A)

l $$
2
3

81,423
2.60%
2.1 17 $s $ (847)

81,423
1.56%
1,270

ACC Jursidictional Customer Deposits
Treasury Rate
Interest on Customer Deposits

Notes and Source
Col. A: Company workpaper EAB-WP33DR
Col. B: Company response to Staff 6. l
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Arizona Public Service Company

Depreciation Expense Summary of Company? Test Year Recorded Amounts and Adjustment for New Depreciation Rates and for l IonStudied Assets

Test Year Ended June 30. :.*,f)1)

Docket No. E0 l 34SA190236

Schedule C 14 ,l

Page I of I

Pro Forma Ad ustrnrmtNonStucfles Assets
Jun. 2019 Oig. Cos! Balance 2019 Dipreciation Study

Stu Rates AssetsUno No
Actual Epnl18l for TME

June ao. 2019
Oi g i l Cost as of

Jun. 30. 2019
1 De redatiotNmorl tul ion - : ; - ta|:3n3:|-

102,169.9275,550,763
2.135

102.769,172
2,136

16.969912
2.936.533

10,136,593

6.076.562
10.673.443

26,851,76526.651 .765

(554,107)
16,969,012

2.936.533
10.136593
{B,833,529)
8.076.582

10.073.443
26.512332

T.705.383 7.705.303
2.149.100

9a.91 e.ae39s.s16.aes

6.463.505
2.149.100

70,092584
[4201 .264)

335,861
4.490.561

28,267,269

335.801
4.490. 501

20.207,269

389.641
3.402.002

28,562,001

m t u a u n n
Steam production
Steam Land 8 Land Rights
Steam Production Excluded fom Study
Steam Navajo Coal Hal (Not. 1)
Steam Cholla U2 Reg. Aaaat Amort. (Nota 2)
Steam Saguaro Rag. ltssot Anion
Steam Navajo Rag. Asset Anion,
Steam Four Comers SCR Def anal (Nota 3]
Steam Fou Coners Doforul Anion
Steam Four coners Aoq. Adi. ArnoL
nuclear Production
Nuclea Land
Nclear Leased prooorty Amorlizod
Nciour Daoomrnissioning
Othe PoduGlion {Gas a Oils
Other Production Ocotillo Defarra1{Nota 4)
Gthor Production Land a Lam! Rights
Solar units Legacy
Solar Units Roo! Tons
AZ Sun Poduction
AZ Sun Land

2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
2a
24 249.146.032 ss.sea.1a:2ss.631.011

9.218.409
2.135

554.107

8.833.529

2.829.432

1,241,879

28.223179
4.201.254

{53.799)
1187,750
1294,732 J

73,353,762211.s2.a,sz:1

2.056.003.921
5.768.395

2.999.5B3.475
4.417.790

1 as.u7a.2s11

2.433.637.681

4.091.001
12.964.430

100,431.468
744,148,127
11,671 .917

s.sos.ao7.4s4Tal l ! Prodctlon Dpreciatio

1 .059.880
62.635

2.783.323
62.869540

25
25
27
28
29
30
31
3?

6296.221
60.2883762,781,623

1 .o59.aso
331 .01 e

2.706.806
51,528,269

6,296.221
62,022.191

1268.381 J
81 .818

1.241.371

1 .054801

73.899558
8,057,909

138.572.6941
2.as1,111,475

{t 9.00D.000)
225.047.546

3.085.700,278

1 ,os9.a80
52.635

2,1as.62a
52,869.6443

6.295.221
63,076.999

Illtlilniiiiin
Tsmission SCE 500 kV
Transmission SCE 500 HV Lana a Lana Right
Trasrni5$ion . ACC
Transmission FERC
Transmission moodphonrnix CIAC
Transmission Land a Land Rights

Total Tansmiulon Dapeclatlon

142,184,990
1 .0s0.301

15,575,957
2.902.717

944.89

128,534.464
985.929

14.641 .081
2802.717

518.524

3.847.404

6.153.043597
17.880.285

298.664.902

s4.:wa.oaa
415.109

B.564.383.031

33
.34
35
36
37
a s
39
4a

13.650.536
74.372

3.985.876

326,163

17886.9471st .a2z.24s

142.194.9990
1.060.301

18.578,957

944,687

162,766,935147,782,705

nnznnunnn
Di$1riburlio1
E\&cllolllc MOIQIS
AMS Milers
AG1 Dotsrral Amortization
oislrlbulIon Land a Lind Riggs
Distribution Loascd propcny Amorlinsd

T otal  Disl l bl i on Dlpadl l l n

4 I
42
43
44

7.361228
3.448.221

29.626,351

1.361.225
3.445.221

29,626,351

7,666.311
3.121.251

30.623585

294.917
326.970

{1.197.534)
16

306.660
£792)

30.465
1.892.530

41,655
14,258,280
1 130,755

58.38.131

30.402
2.198.360

40.853
14,231,526
1 .412. 160

58,350,190

45
46
47
4s
49
50

30,402
2.199.380

40.853
14.231526
1 412.18[l

sa.:¢su.1eu

265,748,293
68,964,429

242.640,069
609.634

43.987.193
817,255

300.243,161
33.89083g

sse.soo.ss4

{2?,754)
281,405
{15.9411

»1»1.a1nnnnlm.:§1.un1§.¢1
Slruclucs and Improvements
Qffco Fumituo a Eqripmonl Amortized
Compul¢r Equipmonl
Sloros Equipmonl Armoruzuu
Tools flmolizod
Laboratory Equrpmonl lrmoriizod
Commnioallon EquorrreM
Miscolanoous Equiprnorl Amortized

Tool Gneral a lnlangibla (Studied)

51 517,317,059 4B6,592,07219.115.791 .627 555,532,653 92,279,57512a,004.s6z

148.203
62,119.981

729.937
2,680,636

220.533

148.203
52,119.981

729.937
2.690.636

220.533

145,392
83,990,224

828,859
2,881,340

231.897

2.811
{1,870.243)

881922)
(190,704)

(11.33)

23,602,492
3.701.443

871.868.273
s4.ass,zr4
35.74s.690
8.920.485

268,516

151,139,384
1964. 1 eas

64.945.126

52
so
54
55
56
57
58
59
60
$1
B2
63 65,909,290

{556.4411
67,521,2711 .130.514.s31

(467,723)
12.95.1441

General L and
Frachises
Intagible Amotzanon
Stuclures and Impnoaments Leased property
Tasportation Equipment
Power Dpeated Equipment
Comrnunlcallon Equipment Leuecl Property
Commmicaaion Eqpmenl SCE
AND Assets
Clearing From 4080 (Hole 5)

Total General 8. Intangible (Hot Studied)

64 Tour 621.441.943 18.949.68920.24s.aoc.1 e4 584,038,330 4ss.s92,012 89,703,431 {*l

.

APS Notes
Not. 1 .
No t  2
Nota 3
Note 4
No .  5

Nav ajo Railroad depreciation expense reclassif ied ho f uel inv entory  {Aocoum 151). Nav ajo plan Bo shutdown. rerr\ov e.
Cholla lJnll 2 amortization epense pro f orma is being reersed an IS pro1ramrEABwP52 DR As such. no adpsrmenl is made on this page,

Fou Caners SCR arnonizalion epense s being ev ersed on IS prof ormaEABwP26DR, As sch, no anluetmenr s made on this page.
Ocotillo Modernization amonlzalron epense s being ev ersed on is proram¢£ABwP27DR. As much. no adjustment is made on this page.

This account includes v ehicle allocation chargeback EIS balance adjuslmerd. and sof tware arnodi Bon catdlrp aqusrmenl.
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ARIZONA CORPORATION COMMISSION STAFF'S
THIRTY FIRST SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY REGARDING
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO

DEVELOP A JUST AND REASONABLE RATE OF RETURN
DOCKET no. E-01345A-19-0236

NOVEMBER 20, 2020

Staff 31.1: TEAM balancing account balances.

a. For each month-end from December 31, 2019 through October
31, 2020, please provide the balances in each TEAM balancing
account.

b. Please ident i fy  APS's estimated/projected TEAM balanc ing
account balances for month-ends November 30 and December
31 , 2020 .

c. At some point are the TEAM balancing accounts expected to
reach zero? If not, explain fully why not. If so, at what point
does APS project that the TEAM balancing accounts will reach
zero?

d . Does APS have projections of monthly TEAM balancing account
balances for any months in 2021? If so, please identify and
p rovide  them.

a.Response: Please see the table below which shows the actual monthly
changes to the balancing account through September 2020, as
well as an estimate of monthly changes through the end of 2020.
Ending YTD balances for each month in 2020 can be obtained by
adding the beginning balance as of December 31, 2019, plus the
monthly change for each month in 2020. Please note that
amounts in parentheses represent under-refunded amounts
(Regulatory liabilities) whereas the positive amounts represent
over-refunded amounts (Regulatory Assets).

[Please See Next Page]

Witness: Elizabeth Blankenship
Page 1 of 3
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ARIZONA CORPORATION COMMISSION STAFF'S
THIRTY FIRST SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY REGARDING
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO

DEVELOP A JUST AND REASONABLE RATE OF RETURN
DOCKET no. E-01345A-19-0236

NOVEMBER 20, 2020

Monthly Changes to the TEAM Balancing Account

TotalTEAM I TEAM IIITEAM II

Response  t o
S t a f f  3 1 . 1
( c o n t i n u e d ) :

1,611,849 (5,406,153)(6,136,679)

(734,535)
1,199,329
(744,343)
684,058

2,405,828
(214,315)
879,788

1,501,620
7,200

(881,323)

(400,797)
1,350,888
(70,810)

1,639,767
514,060
97,999
3,962
943

35,537

(188,457)
56,418

(521,826)
(620,305)
1,303,993
(251,907)
736,710

1,248,369
455,717

Beginning
Balances
Jan-20
Feb-20
Mar-20
Apr-20
May-20
Jurl-20
Jul-20

Aug-20
Sep-20

(145,282)
(207,977)
(151,706)
(335,403)
587,775
(60,406)
139,117
252,308

(484,054)

3,830,561 2,290,226 (6,542,308)
Actual Ending
Balance as of
Sept 30, 2020

189Oct-20

Nov-202

Dec-202

(244,389)

(421,105)

(843,383)

(421,522)

101,168

(756,936)

(1,332,609)

345,368

(335,831)

(489,226)

3,350,872 2,290,415 3 (8,051,185) (2,409,898)

Estimated
Ending Balance

at Dec 31,
2020

'Team life to date balance prior to December 31, 2019
2 Estimated using prior year actual billed and unbilled revenue compared to current
year forecast for TEAM I, excluding TEAM 11, used a factor of the October 2020
billed and unbilled as prior year the rate was not in effect.

"The TEAM II bill credit is no longer active, therefore there are no additional
billings to adjust the balancing account.

b. Please see the table provided in part a above.

c. No. The TEAM bill credit is based on kwh usage and therefore
will vary based on such usage. The chances that actual usage will
precisely equal the forecasted usage, even over a short period of
time, is statistically zero. The balancing accounts are designed to
accrue over-refunded and under-refunded TEAM bill credits based
on forecasted versus actual kwh usage associated with the TEAM
credits until such time that the effects of the Tax Cuts and Jobs
Act are embedded in base rates, which will result from this rate
case. Amounts contained in the balancing accounts will need to
be addressed in either this rate case or another regulatory filing
for the balancing accounts to reach zero.

Witness: Elizabeth Blankenship
Page 2 of 3
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ARIZONA CORPORATION COMMISSION STAFF'S
THIRTY FIRST SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY REGARDING
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO

DEVELOP A JUST AND REASONABLE RATE OF RETURN
DOCKET no. E-01345A-19-0236

NOVEMBER 20, 2020

Response to
Staff 31.1
(continued):

Note: The TEAM III bill credit is currently effective until
December 31, 2020, however, on November 20, 2020 the
Company made a 40-252 filing proposing to continue the bill
credit into 2021. As part of this filing, the Company has proposed
to refund $6.976M of the estimated TEAM III balancing account
to customers as part of the 2021 TEAM III bill credit.

d. No, APS does not have projected 2021 TEAM balancing account
amounts. As stated above, the balancing accounts will continue to
accrue over-refunded and under-refunded credits based on
forecasted versus actual kwh usage until current base rates are
no longer in effect.

Witness: Elizabeth Blankenship
Page 3 of  3
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ARIZONA CORPORATION COMMISSION STAFF'S
THIRTY FIRST SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY REGARDING
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO

DEVELOP A JUST AND REASONABLE RATE OF RETURN
DOCKET no. E-01345A-19-0236

NOVEMBER 20, 2020

S t a f f  3 1 . 2 : TEAM balancing account. Refer to APS Rebuttal Schedule B-2' Page
5 of 6, adjustment 14, TEAM Balancing Accounts, which shows a
new rate base addition of $6.556 million and has a description that
this is to include balancing accounts associated with TEAM I, II and
a portion of TEAM III adjustment mechanisms as of 9/30/2020.
Please respond to the following :

a. Is the $6.556 million rate base addition reflective of amounts as
of a certain date, such as 9/30/2020? Explain.

b. Have the balances in the TEAM balancing accounts fluctuated
f rom month to month?

c. Does APS expect that the balances in the TEAM balancing
accounts will continue to fluctuate from month to month?

d .

e.

If the TEAM balancing account balances are fluctuating on a
monthly basis and are expected to reach zero, why should a
rate base amount for the TEAM balancing accounts be based on
amounts as of one particular date, such as 9/30/2020? Explain
fu l l y .

Why do APS's proposed rate base adjustments 13 and 14,
which are both related to the TEAM adjustor, use different
dates? (APS adjustment 13 indicates that it reflects TEAM III
amortization through 1 2 / 3 1 / 2 0 2 0 . APS adjustment 14
indicates that it is "as of 9/30/2020.") Explain fully.

a.Response: Yes, the $6.556 million rate base addition is reflective of the
total cumulative balance of the TEAM balancing accounts as of
9/30/2020, as that is the most recent date of actual financial
information available at the time of the rebuttal testimony
filing. See EAB-WP19RB for further detail and support.

(L iab i l i t y ) /
As s e t_

T EAM

( $ 4 2 1 , 5 2 2 )

$ 6 , 9 7 7 , 0 4 7

$ 6 , 5 5 5 , 5 2 5

Cumulative TEAM Balancing Accounts as of
9/30/2020 see APS's res onse to Staff 31.1 a.
Application of portion of TEAM III Balancing
Account er 40-252 filin 1
Net Remaining Cumulative Balanc ing
Ac c oun t s

1 The amount is slightly different from the amount reflected in the Companys Request to Amend Decision
No. 77464 under A.R.S. §40-252 ($6.976 million) due to rounding.

Witness: Elizabeth Blankenship
Page 1 of 2
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ARIZONA CORPORATION COMMISSION STAFF'S
THIRTY FIRST SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY REGARDING
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO

DEVELOP A JUST AND REASONABLE RATE OF RETURN
DOCKET no. E-01345A-19-0236

NOVEMBER 20, 2020

b. Yes, the balances in the TEAM balancing accounts fluctuate
from month to month as the rate is based on kwh customer
usage.

Response to
Staff 31.2
(continued):

c. Yes, APS expects the TEAM balancing accounts to fluctuate
monthly.

d. We do not expect the TEAM balancing accounts to reach a zero
balance as the rate is based on kwh customer usage. See
response to Staff 31.1 for further information.

e. Both rate base adjustment 13, Attachment EAB-17RB, and rate
base adjustment 14, Attachment EAB-18RB, reflect the impacts
of APS's proposal to extend TEAM III bill credits into 2021.

Rate base adjustment 13, Attachment EAB-17RB, which deals
with the excess deferred income tax regulatory liability
assumes TEAM III bill credits are extended through December
31, 2021. As such, it reflects the rate bases impacts of
continued excess deferred tax amortization of protected excess
deferred income taxes through that date. Should new base
rates be expected to go into effect prior to December 31, 2021,
this rate base adjustment can be updated to reflect only the
applicable rate base impacts for amortization which occurs prior
to new rates going into effect as the proceeding progresses.

Rate base adjustment 14, Attachment EAB-18RB, reflects t.he
inclusion of the regulatory balancing accounts associated with
TEAM 1, 11, and III adjustor mechanisms that have accumulated
as of September 30, 2020, which was the most current balance
sheet data available at the time of rebuttal filing. However, this
amount was then adjusted to reflect the proposed refund of
part of this balancing account as part of the Company's Request
to Amend Decision no. 77464 under A.R.S. §40-252 (please see
the Company's response to part a above). Should new base
rates be expected to go into effect prior to December 31, 2021,
this rate base adjustment can be updated to reflect onlY the
applicable rate base impacts for refunds which occur prior to
new rates going into effect as the proceeding progresses

Witness: Elizabeth Blankenship
Page 2 of 2
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EXECUTIVE SUMMARY
ARIZONA PUBLIC SERVICE COMPANY

DOCKET no. E-01345A-19-0236

Mr. Parcell's Suirebuttal Testimony responds to the Rebuttal Testimony of Arizona Public
Service Company ("APS") witness Ann E. Bulkley. Mr. Parcell's Surrebuttal Testimony
addresses the following topics:

General Comments: Ms. Bulkley claims that APS has risks that exceed those of other
electric utilities. Mr. Parcell demonstrates that APS is recognized as a below-risk electric utility
by rating agencies and investment advisory services. He also demonstrates that Ms. Bulkley's
proposed 10.0 percent Return on Equity ("ROE") for APS is well above the recent levels
authorized for electric utilities throughout the U.S.

Discounted Cash Flow ("DCF"') Issues: Ms. Bulkley continues to maintain that analysts'
forecasts of Earnings Per Share ("EPS") growth are the only relevant factor in determining the
growth component of the DCF model. Mr. Parcel] shows that this is not correct and results in
excessive DCF results.

Capital Asset Pricing Model ("CAPlVI") Issues: Ms. Bulkley maintains that forecast
yields on U.S. Treasury ("Treasury") bonds should be used as the risk-free rate in the CAPM
model. Mr. Parcell shows that forecasts of Treasury yields have consistently over-stated the actual
yields, indicating that use of forecast yields over-states the CAPM results.

Comparable Earnings ("CE") Issues: Ms. Bulkley claims that MI. Parcell should not
have used historic ROEs in his CE analyses. Mr. Parcell notes that he used both historic and
projected ROEs.

Risk Premium ("RP") Issues: Ms. Bulkley claims that Mr. Parcell's RP analyses ended
in 2019 and implies these are outdated. Mr. Parcell notes that he used the same period she used in
her RP analyses. In addition, he has updated his RP analyses to reflect 2020 information, with
similar results.

Fair Value Rate of Return ("FVR()R") Issues: Ms. Bulkley claims that Mr. Parcell's
procedure for developing APS 's FVROR is improper. Mr. Parcel] shows that his FVROR is proper
and uses the appropriate level of interest rates and forecasts in his analyses.

Update of Cost of Capital Analyses: I have updated my ROE analyses using information
as of the end of October 2020, as opposed to the use of information as of the end of August 2020
in my Direct Testimony. Based upon this, I am maintaining my ROE recommendation at 9.40
percent.



Surrebuttal Testimony of David C. Parcell
Docket No. E-01345A-19-0236
Page 1

1 INTRODUCTION

2 Q. Please state your name, occupation, and address.

I3 A.

4

My name is David C. Parcell. am a Principal and Senior Economist of Technical

Associates, Inc. My address is 2218 Worchester Road, Midlothian, Virginia 231 13.

5

6 Q.

7 A.

Did you previously file Direct Testimony and an exhibit in this proceeding?

IYes. filed Direct Testimony and one exhibit, identified as Exhibit No.__(DCP-1) on

behalf of the Utilities Division with8 Staff, the Arizona Corporation Commission

9 ("Commission") on October 2, 2020.

10

11 Q What is the purpose of your Surrebuttal testimony?

12 A.

13

14

15

16 In

17

18

The purpose of this Surrebuttal Testimony is to respond to the Rebuttal Testimony of

Arizona Public Service Company ("APS") witness Ann E. Bulkley. Ms. Bulkley's Rebuttal

Testimony is generally focused on the following topics: Discounted Cash Flow ("DCF")

issues, Capital Asset Pricing Model ("CAPM") issues, Comparable Earnings ("CE") issues,

Risk Premium model ("RP") issues, and Fair Value Rate of Return ("FVROR") issues.

addition, I have updated my return on equity ("ROE") analyses to incorporate more recent

data than was employed in my Direct Testimony.

19

20 Q. How is your Surrebuttal testimony organized?

A.21

22

My Surrebuttal Testimony follows the same order of subjects contained in Ms. Bulkley's

Rebuttal Testimony. My Surrebuttal Testimony, therefore, addresses the following general

areas:

.

.

.

.

.

23
24
25
26
27
28

General Comments
Discounted Cash Flow Issues
Capital Asset Pricing Model Issues
Comparable Earnings Issues
Risk Premium Method Issues
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I
2

Fair Value Rate of Return Issues
Update of Return on Equity Analyses

3

4 Q. Have you prepared an exhibit in connection with this Surrebuttal Testimony?

A.5

6

Yes, I have prepared Exhibit No. (DCP-2), which updated several of the schedules

prepared in connection with my Direct Testimony - Exhibit No. (DCP-1).

7

8 GENERAL COMMENTS

9 Q.

10

Do you have any general comments about Ms. Bulkley's Rebuttal Testimony and

recommendation in this proceeding?

II A.

12

13

14

15

16

17

Yes, I do. Ms. Bulkley's Rebuttal Testimony and her updated ROE analyses continue to

reflect an inflated estimate of the current cost of capital and substantially over-estimate the

required ROE for APS. This is true even though she has apparently recognized the fact that

the costs of capital for utilities such as APS has declined, as she is reducing her ROE

recommendation from the 10. 15 percent level in her Direct Testimony to 10.0 percent in her

updates contained in her Rebuttal Testirnony.I Even the reduced 10.0 percent

recommendation she now recommends is excessive in relation to current levels of capital

18 costs and especially to low-risk utilities such as APS.

19

20 Q. Ms. Bulkley maintains that your 9.4 percent ROE recommendation is "unduly low in

21 light of current and projected economic and capital market conditions."2 It this

correct"22

23 A.

24

25

No, it is not. In fact, Ms. Bulkley's own exhibits demonstrate that this is not the case. Her

Attachment AEB-6RB indicates that, since the second half of 2014 (a period of over six

years), the average quarterly authorized ROEs for electric utilities in the United States has

l Bulkley Rebuttal Testimony at 15:20-21.
z Id. at 35:9-10.
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1

2

3

4

never been over 10.0 percent and has only been as high as 10.0 percent in one quarter (third

quarter of 2017). Clearly it is Ms. Bulkley who is "out of tune" with the cost of capital for

electric utilities throughout the U.S., as demonstrated by the fact that regulatory

commissions throughout the country have determined that the fair ROE is much less than

5 10.0 percent.

6

7 Q.

8

Ms. Bulkley cites your 9.40 percent ROE recommendation as being "60 basis points

lower than the Company currently authorized ROE of 10.00 percent."3 Do you have

9 any response to this assertion?

A.10

11

12

13

14

15

Yes, 1 do. Ms. Bulkley is referring to APS's last general rate proceeding (Docket No. E-

01345A-16-0036), where a 10.0 percent ROE was part of a settlement in that proceeding.

What Ms. Bulkley does not indicate is that, in that proceeding, APS requested a ROE of

10.50 percent. As a result, the 10.0 percent authorized ROE she is referring to is 50 basis

points less than the Company requested in that proceeding. This is not significantly

different from the 60 basis points my recommendation is below the 10.0 percent ROE that

16 APS is requesting in this proceeding.

17

18 Q. Ms. Bulkley claims that "it is not clear whether Mr. Parcell has considered the full

19 extent of APS's operating risks, particularly those related to its generation porttlolio."4

20 What is your response to this assertion?

A.21 Ms. Bulkley is incorrect. In my Direct Testimony, I demonstrated in multiple places where

22 independent and well-recognized financial entities (i.e., rating agencies and Value Line)

23 have given APS ratings/rankings that are superior to electric utilities in genera1.5 These

24 ratings/rankings consider all of the relevant "risks" of APS, including its generation

3 Id. at 35:34, 36:10-13.
4 Id. at 35:20-22.
5 Parcel Direct Testimony at 17: 13-18, 18:1-7, 21:2-10, 23: 20-23.
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1

2

portfolio. In addition, not with standing to Ms. Bulkley's assertion to the contrary' any

impact of an electric utility, including APS, being "vertically integrated" vs. "electric

3 APS's superiordistribution" is also reflected in the respective ratings/rankings.

4

5

6

ratings/rankings already reflect all of the relevant risk factors that go into determining its

respective ratings/rankings, including its nuclear generation portfolio and its status as a

vertically integrated electric utility.

7

8 Q. Please describe the relative ratings/rankings of APS to which you are referring.

A.9

10

11

12

13

14

15

16

17

18

As is shown on Exhibit No._(DCP-2), Schedule 6, APS has bond ratings of A2/A- by

Moody's/Standard & Poor's. This schedule also indicates that APS's ratings are superior

to all of the companies contained in my proxy group and Ms. Bulkley's group of proxy

companies. In addition, Pinnacle West, parent company for APS, has a Value Line Safety

rating of "1", which is the highest (i.e., lowest risk) assigned. As I indicated in my Direct

Testimony, security ratings should reflect all relevant information that impact the ratings,

including "regulatory framework" and "ability to recover costs."7

Schedule 6 also indicates that none of my group of proxy companies has a Safety of"1" and

only two of Ms. Bulkley's proxy companies have a Safety of "l". Two of Ms. Bulkley's

proxy companies have a Safety of "3", which is two notches below that of Pinnacle West.

19

20

21

22

23

I also note that APS's common equity ratio of 55 percent is generally higher than that of

both the two proxy groups (Schedule 6) and is substantially higher than the average equity

ratio authorized in electric utility proceedings throughout the U.S. in recent years.8 Ms.

Bulkley also does not cite this in her "risk assessment" of APS.

24

6 Bulkley Rebuttal Testimony at 36: 18-20.
7 Parccll Direct Testimony at 18:9-23.
s Id. at 21:14-17.
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1 DISCOUNTED CASH FLow (CSDCF99) ISSUES

2 Q. Ms. Bulkley claims, in defense of her exclusive reliance on Earnings Per Share ("EPS")

3 forecasts as the growth component of her DCF analyses, that she considers "the full

4 range of DCF results that may be considered by investors."° Is she correct in this

5 assertion"

6 A.

7

8

9

10

11

12

13

14

No, she is not correct. She has not incorporated anything into her DCF results except

analysts forecasts of EPS growth. The claim that she categorized three sources of EPS

growth estimates into "lowest, mean and highest" growth ratesI0 does not change the fact

that all of these consider a single indicator of growth. In addition, the use of the "lowest"

and "mean" EPS forecasts in her analyses produce DCF results of 9.20 percent or lowers I

which is well below her ROE recommendation of 10.0 percent and even below the 9.75

percent low end of her ROE range. Contrary to her assertionsl2 there is nothing

"disingenuous" about my demonstration that she has only considered one growth rate in her

DCF analysis and only the "highest" version of this growth rate can be used to support her

15 ROE recommendations in this proceeding.

16

17

18

19

20

21

22

23

24

In addition, her claim that "it is important to consider all expectations, the low, high and

mean result" and then only rely on the "high" result, implies that all investors focus only on

the most optimistic estimate of EPS growth in making investment decisions. This is a very

narrow interpretation of investor behavior and is not supported by the actual experience of

financial markets. If Ms. Bulldey was correct iii her interpretation of the financial markets,

every investor would just focus on the most optimistic estimate of EPS forecasts they could

obtain to the exclusion of all other relevant information. This is simply not the case in the

"real world" as is demonstrated by the abundance of financial information contained in

9 Bulkley Rebuttal Testimony at 39:1 1-13.
10 Id. at 39:9-11.
ii Id. at l9:FigLue 3.
12 id. at 39:12-13.
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1 individual companies' annual reports (Form 10-Ks), prospectuses, and financial

2 presentations.

3

4 Q.

5

6

7

In defense of her exclusive use of EPS forecasts as the growth component in her DCF

model, Ms. Bulkley states "dividend growth can only be sustained by earnings

growth."13 Does this statement justify her claim that only EPS growth is considered

by investors in making investment decisions?

A.8

9

10

11

12

13

No, it does not. As I indicated in my Direct Testimony, investors have access to a wide

array of information to assist them in making investment decisions. EPS projections are

only one of the sources of growth that investors consider." Value Line, for example (i.e.,

one ofMs. Bulkley's sources of EPS growth projections) provides many sources of financial

information (both historic and projected) for its subscribers. To focus on only one financial

statistic (i.e., EPS growth), and indeed only focus on the estimated version of this statistic,

14 paints a very narrow and unproven interpretation of the functioning of the financial markets.

15

16 Q.

17

18

Ms. Bulkley claims that, since your ultimate Rate of Return ("ROR") recommendation

includes only the top end of your DCF analysis range, it is "based on (her) proxy group

and prospective EPS growth rates" and therefore you are being "disingenuous."15 Is

she correct in her assertion"19

A.20

21

22

23

24

No, she is not correct. As I clearly state in my Direct Testimony, I have considered five

indicators of growth in my DCF analyses."' My ultimate adoption of the top end of the

range was not determined because it reflected the DCF results for Ms. Bulkley's proxy

group and prospective EPS growth rates, but rather due to my "recognition that these results

are relatively lower than historic DCF results" and that my "recommendation should be

13 Id. at 40:8-9.
14 Parcell Direct Testimony at 29-31.
15 Bulklcy Rebuttal Testimony at 40:20-23.
"6 Parcel] Direct Testimony at 26: 1 23.
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considered conservative."!7 There is nothing "disingenuous" about this, notwithstanding

Ms. Bulkle 's incorrect claim.y

Q. Ms. Bulkley also claims that your Direct Testimony "relies on studies that are nearly

a decade old" where you criticize her exclusive use of EPS forecasts 8 What is your

response to this?

A. Ms. Bulkley's intended criticism of me is also a criticism of her own testimonies. Without

citing the detailed source of each study, she "relied" on in her Direct and Rebuttal

Testimonies, Ms. Bulkley cited the following footnotes (and dates of sources) in her

1

2

3

4

5

6

7

8

9

10 respective testimonies :

11

12
13
14
15
16

Direct Testimony
FN #31 (2000)
FN #32 (1994)
FN #50 (1998 & 1986)
FN #86 (2008)
FN #70 (2000)

Rebuttal Testimony
FN #54 (2010)
FN #57 (2006)
FN #58 (2003)
FN #166 (2006)

17
18
19
20
21
22

It is apparent that Ms. Bulkley relies on "studies" that are "more than a decade old."23

24

17 Id. at 28: 14.
18 Bulklcy Rebuttal Testimony at 6:4-11.
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1 Q.

2

3

Ms. Bulkley maintains that the Federal Energy Regulatory Commission's ("FERC")

use of EPS forecasts in its preferred DCF model endorses her exclusive use of this in

her DCF model." What is your response to this assertion?

4 A.

5

6

7

Ms. Bulkley is misrepresenting what the FERC does in its DCF model. FERC uses a "two-

stage" DCF model with the "short-term" stage being represented by EPS forecasts, and the

"long-term" stage being represented by the forecasted growth in Gross Domestic Product

(°'GDp").20 Thus, EPS forecasts are not the only source of growth used in the "FERC DCF"

8 model. In addition, the "FERC DCF" model does not take the "high" EPS forecasts as the

9 short-term growth component.

10

11 Q

12

Ms. Bulkley disagrees with your consideration of the retention growth as one of your

growth indicators in your DCF analyses." What is your response to this?

13 A.

14

15

I disagree with Ms. Bulkley's claim that retention growth is not a proper factor in estimating

the growth rate in a DCF context. Retention growth has long been recognized as a viable

source of estimates for the growth rate in a DCF context.

16

17

18 Q.

19

CAPITAL ASSET PRICING MODEL (CaCAPM99) ISSUES

Ms. Bulkley maintains that your CAPM analysis should have used forecasted yields

on U.S. Treasury Bonds rather than the current yields you used. What is your

20 response to her assertion"

21 A.

22

23

24

I disagree with Ms. Bulkley. It is propel to use the current yield as the risk-free rate in a

CAPM context, because the current yield is known and measurable and reflects investors'

collective assessment of all capital market conditions. Prospective interest rates, in contrast,

are not measurable and not achievable. For example, if the current yield on 20-year U.S.

") Bulklcy Rebuttal Testimony at 42:3-18.
zu FERC Opinion No. 569, at para. 157.
21 Bulklcy Rebuttal Testimony at 4244.
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1 Treasury Bonds is less than 2.0 percent, this reflects the rate that investors can receive on

2 their investment. Investors cannot receive a prospective yield on their investments since

3 such a yield is not actual but rather speculative.

4

5

6

7

Use of the current yield in a DCF context is similar to using the current risk-free rate in a

CAPM context. Analysts do not use prospective stock prices as the basis for the dividend

yield in a DCF analysis, as use of prospective stock prices is speculative. Use of current

8 stock prices is appropriate, as this is consistent with the efficient market hypothesis.

9 Likewise, current levels of interest rates reflect all current information (i.e., the efficient

10 market hypothesis) and should be used as the risk-free rate in the CAPM.

11

12 Q.

13

Do you have any additional comments regarding Ms. Bulkley's claims that projected

interest rates should be used as the risk-free rate in a CAPM context?

14 A.

15

16

Yes, I do. Ms. Bulkley claims that it is proper to use interest rate forecasts from "Blue

chip".22 However, it is apparent that, had she proposed such a use of projected rates in prior

cases, she would have been incorrect. The table below shows the historic projection of 30-

Year U.S. Treasury bonds by Blue Chip, as well as the actual yields.17
18

19

Forecast
30-Year
T Bonds

20

21

22

23

5.0%
4.5%
3.8%
3.4%
4.2%
4.1%
3.8%
3.1%
3.6%

Actual
30-Year

T Bonds Yield
4.56%
3.14%
3.28%
3.68%
2.55%
2.72%
3.04%
3.03%
3.01%

Date of
Blue Chip23

Nov. 1, 2009
Nov. 1, 2010
Nov. l, 2011
Nov. 1, 2012
Nov. 1, 2013
Nov. 1, 2014
Nov. 1, 2015
Nov. 1, 2016
Nov. 1, 2017

Forecast
Period

1 Q201l
1 Q2012
1 Q2013
lQ2014
lQ 2 0 l5
1 Q2016
IQ 2017
1 Q2018
1 Q2019

22 Bulklcy Rebuttal Testimony, Attachment AEB-5.5RB.
23 I have not compared the Blue Chip forecasts with the I Q 2020 since this ending period was impacted by the COVID-
19 pandemic and its influence on the financial markets.
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1

2

3

4

This indicates that in 8 of the last 9 years, forecasts of 30-Year U.S. Treasury bond exceeded

the actual levels. In some years, the differential was substantial (e.g., 2010, 2013, 2014,

2015 and 2017). As a result, any witness or Commission who relied upon forecasted interest

rates would have over-estimated the ROE.

5

6 COMPARABLE EARNINGS ("CE99) ISSUES

7 Q Ms. Bulkley criticizes your CE analyses because you consider historic ROEs.24 Is her

8 criticism warranted?

9 A.

10

11

2512

13

14

No, it is not. One of the most important considerations of most public utility rate

proceedings, including this proceeding, is the respective commissions' determination of the

ROE for the subject utility. I note that Ms. Bulkley's criticisms of my CE analyses do not

acknowledge that fact that I consider both historic and prospective ROEs. I also note that

Ms. Bulkley does not acknowledge the fact that historic and prospective ROEs for my proxy

group are similar."

15

16 RISK PREMIUM METHOD ("RP") ISSUES

17 Q.

18

Ms. Bulkley criticizes your RP analyses due to her perception that your analyses "ends

in 2019, and therefore does not consider the current and recent markets conditions in

19 the estimate of the risk premium."27 What is your response to this assertion?

A.20

21

22

23

Ms. Bulkley's description of my RP is only partially accurate. It is true that my development

of the risk premium ended in mid-2019.28 What she does not acknowledge is that I used the

same time period in my risk premium development that she used in her Direct Testimony."

Where Ms. Bulkley is not conect is her implication that I did not use "current and recent"

24 Id. at 49-50.
25 Parcel] Direct Testimony at 36:25-26, 37: 1-15, 37: l 726, 38:6-15, 39: 14-22.
26 Id. at 38:6-16.
27 Bulkley Rebuttal Testimony at 6: 13-18.
ZN Parcell Direct Testimony, Exhibit No._(DCP-I), Schedule 13.
29 Id.
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1

I2 Testimony that used "current" (June

3

economic conditions in the development of my RP ROE estimate. It is clear from my Direct

August 2020) and "recent" (November 2019

January 2020) levels of A-rated utility bond yields in deriving my RP ROE estimate."

4

5

6

7

8

9

As I indicate in a later section of my Surrebuttal Testimony, I have updated my risk premium

component through the third quarter of 2020, again the same period used by Ms. Bulkley in

her Surrebuttal Testimony. I note that, in developing the risk premium component of the

RP analysis, I do not give full weight to the 2020 differentials between authorized ROEs

and yields on A-rated public utility bonds, since the latter is substantially impacted by the

10 Federal Reserve policies combatting the financial impacts of the COVID-19 pandemic. I

II observe that this conclusion also appears to be consistent with that of Ms. Bulkley, where

12

3213

14

15

she indicated her belief that the "recent decline in Treasury bond yields is not representative

of the longer-term trend in government and corporate bond yields". She also notes that

the Federal Reserve's current policies include programs to "purchase government bonds and

corporate bonds from banks."33

16

17

18 Q.

19

FAIR VALUE RATE OF RETURN ("FVROR") ISSUES

Ms. Bulkley criticizes your FVROR analyses and claims you should have used a

"longer term" estimate of U.S. Treasury bond yields. What is your response to this

assertion"20

A.21 As is apparent from my Direct Testimony, I use both historic and prospective values of

22

23

inflation and interest rates in developing my value of the risk-free rate of return. My

ultimate use of a 2.6 percent nominal "risk free rate" is actually the level of long-tenn U.S.

30 Parcel] Direct Testimony at 43:20-22, 44: 1-9.
31 Bulklcy Rebuttal Testimony, Attachment AEB-6RB.
32 Id. at 20:2023.
33 Id. at 24:13-14.
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1

2

Treasury yields prior to when the COVID-19 pandemic began.34 As such, I have already

chosen the highest of recent and near-term estimates of the risk-free rate, which is favorable

3 to the position of APS.

4

5

6

7

8

Ms. Bull<ley's proposal to use a longer-term estimate of U.S. Treasury bonds (3.4 percent)

reflects a yield that is more than double that of current Treasury bond yields (1.5 percent).

This is very speculative and, given the recent relationship between U.S. Treasury bond

projections and actual rates, is problematic.

9

10

11 Q

UPDATE OF RETURN ON EQUITY ("ROE99) ANALYSES

Have you updated the ROE analyses that you performed in your Direct Testimony?

A.12

13

14

15

16

17

18

19

Yes, I have. In my Direct Testimony, my ROE analyses employed financial information

ending in August of 2020. For example, my DCF analyses used stock price data for the

three-month period June to August 2020, Value Line information through August of 2020

and EPS growth forecasts as of the end of August 2020. My CAPM analyses used risk-free

rate information (i.e., yield on 20-year U. S. Treasury bonds) for the three-month period

June-August 2020 and Value Line information through the end of August 2020. My CE

analyses used Value Line information through the end of August 2020. Finally, my RP

analyses used yields on A-rated utility bonds for the period June-August 2020.

20

21 (DCP-1) that can be updated, in

22

I have updated each of the schedules in my Exhibit No.

Exhibit No.

23

(DCP-2). This exhibit incorporates information from the same sources as

that contained in Exhibit No.

24 Any schedule in Exhibit No._(DCP-2) that

(DCP-1) and uses information for the three-month period

(as described above) August-October.

34 Parcell Direct Testimony at 52:5-16.
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1

2

incorporates updated information is also identified in the schedule numbering system (i.e.,

Schedule ) with the additional label "Updated."

3

4

5

6

7

8

9

In addition to the updated financial information I considered, I also modified my proxy

group by eliminating Portland General Electric, which no longer satisfies one of my

selection criteria (i.e., Value Line Safety Rank of l or 2). Portland General Electric now

has a Safety Rank of 3, which falls outside my selection criteria. I also eliminated the four

companies in Ms. Bulkley's proxy group that she removed from her proxy group in her

updates." These are DTE Energy, FirstEnergy, PPL Corp and Southern Co.

10

11 Q What are the results of your updates?

A.12

13

14

15

Schedule 14 of Exhibit No._(DCP-2) compares the results of each ROE model from my

Direct Testimony (Exhibit No.__(DCP-1)) and my updates in this Surrebuttal Testimony

(Exhibit No._(DCP-2)). This schedule also averages the differences in each model results

between the two sets of analyses. The differences in the ROE model results can be

summarized as follows:

0.0%
0.0%
-0.3%
-+0.2%
1.0%

DCF
CAPM
CE
RP
Average

16
17
18
19
20
21
22
23

24

25

Collectively, these updated results indicate no change in the ROE of APS. My ROE

recommendation for APS thus remains 9.4 percent.

26

27 Q. Does this conclude your Surrebuttal testimony?

A.28 Yes, it does.

35 Bulklcy Rebuttal Testimony at 19: footnote 20.
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EXECUTIVE SUMMARY
ARIZONA PUBLIC SERVICE COMPANY

DOCKET no. E-01345A-19-0236

The purpose of my testimony is to respond to elements of the Rebuttal Testimonies of
Jessica E. Hobbick and Brad J. Albert on behalf of Arizona Public Service Company ("APS" or
"Company"). I will also address elements of the Direct Testimony of Amanda M. Alderson on
behalf of the Federal Executive Agencies ("FEA").

RESPONSE TO APS

APS states that it supports streamlining its residential retail rate offerings and proposes to
modify its original residential rate proposal to now offer customers three choices: one flat rate, one
time of use ("TOU") rate, and one demand-based rate.

While I support the Company's general position to simplify residential rate offerings, I
believe there are important benefits that could arise by retaining two demand-based rate offerings
for residential customers. Wide-scale residential demand rate offerings are still relatively new and
switching to such a rate can potentially create significant impacts to customer's rates and bills. My
proposed R-2 demand-based rate are set at 50 percent of total demand-related cost of service. My
R-2 rate proposal provides an important hybrid between recovering demand-related costs through
energy charges, as traditional two-part tariffs do, and R-3 which I propose to represent a demand
rate with the corresponding demand charge set at full cost of service.

APS does not support my proposal to reduce the number of on-peak hours associated with
residential TOU rates, stating that the Company's resource adequacy and reliability requirements
are driven by an analysis of the top 90 hours in a year based on load requirements. The Company
states that all 90 hours fall between hours ending at 2 p.m. and 9 p.m., demonstrating that the on-
peak window should be wider than currently utilized for ratemaking purposes, though the
Company states it offers the current five-hour window to accommodate customer convenience.

The Company's analysis of net loads supports that it expects peak loads fall during the
hour ending at 6:00 p.m., with the surrounding hours ending at 5:00 and 7:00 p.m. having the next
highest load hours on the Company's system. Likewise, the Company's histogram distribution of
its expected top 90 hours in 2021 shows that a plurality of these events are expected to fall during
the two-hour period 5:00 p.m. to 7:00 p.m., totaling 41 of 90 hours (45.6 percent). This supports
my proposed three-hour on-peak window, 4:00 to 7:00 p.m., would capture 57 of the Company's
top 90 load hours for 2021, or 63 percent of the Company's top 90 hour expected loads.

The Company also states that, while it understands that the inclusion of the proposed super
off-peak period may be perceived as making its residential demand rate more complicated, it
believes that the potential benefits of including this additional rate element outweighs simplicity
concern and points to observed increases in energy consumed during this off-peak period, under
its R-TOU-E rate, as support for this conclusion.



However, the Company's data only shows a small 0.9 percent increase in use during this
super off-peak period. Further, the referenced increase in electric usage is ultimately irrelevant
since TOU rates should be designed to discourage use during on-peak periods, with reduced rate
off-peak periods used to encourage customers to shiN use to these hours from its on-peak periods.
The Company has not provided information showing the extent or even if this increase in use
during the referenced super off-peak period reduced use during on-peak periods (i.e. is the result
of load shifting and not simple total load growth).

Finally, the Company criticizes my proposed changes to residential rates, noting that the
impacts of their proposed adoption would produce a broad range of bill impacts if adopted in their
totality. Specifically, the Company states that impacts can range from a 10 percent reduction to a
50 percent increase in base rates. However, even the Company's analysis shows that under my
proposed rate design, the majority of residential customers will see future base rates that are lower
than current, Ol at most 2.5 percent higher, consistent with the average base rate impact for the
residential customer class under Staffs recommendation.
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INTRODUCTION

Q. Please state your name.

A. My name is David E. Dismukes.

Q. Are you the same David E. Dismukes who filed Direct Testimony in this proceeding

on October 9, 2020, on behalf of Staff?

A. Yes, I am.

Q. What is the purpose of your Surrebuttal Testimony?

A. The purpose of my Surrebuttal Testimony is to respond to elements of the Rebuttal

Testimonies of Jessica E. Hobbick and Brad J. Albert on behalf of Arizona Public Service

Company ("APS" or "Company"). Iwill also address elements of the Direct Testimony of

Amanda M. Alderson on behalf of the Federal Executive Agencies ("FEA").

SUMMARY OF RECOMMENDATIONS

Q. Has your review of parties' testimony caused you to revise any of your

recommendations in this proceeding?

A. No. I continue to support the recommendations discussed in my Direct Testimony.

RESPONSE TO APS

Residential Demand Rates

Q. Please summarize APS's rebuttal testimony regarding your residential rate design

proposals.

A.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

2()

21

22

23

24

25

APS states that it supports the desire to streamline residential rate offerings to enhance the

ability of customers to distinguish between rates and choose the rate that best suits them.!

I Rebuttal Testimony of Jessica E. Hobbick, at 7: 15-16.
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1 APS offers customers three choices: one flat rate, one time of use ("TOU") rate, and one

demand-based rate.2 APS recommends freezing R-2 (Saver Choice Plus), while keeping

R-3 (Saver Choice Max) to streamline its rates to only one demand rate.3

2

3

4

5 Q. Do you support APS's proposal to freeze R-2°

A.6

7

8

9

10

11

12

13

14

No. While I support the Company's general position to simplify residential rate offerings,

I believe there are important benefits that could arise by retaining two demand-based rate

offerings for residential customers. Wide-scale residential demand rate offerings are still

relatively new and switching to such a rate can potentially create significant impacts to

customer's rates and bills. The R-2 demand-based rate I proposed in my Direct Testimony

will establish demand rates that are 50 percent of total demand-related cost of service. This

provides an important hybrid between recovering demand-related costs through energy

charges, as traditional two-part tariffs do, and R-3 which I propose to represent a demand

rate with the corresponding demand charge set at full cost of service.

15

16 Proposed Change to Residential On-Peak Hours

Q. Does the Company support reducing the number of on-peak hours associated with

residential TOU rates?

A.

17

18

19

2()

21

22

23

No. The Company claims that new resource capacity costs are driven by a limited number

of high load hours during summer months.4 The Company provides a representative net

load curve for the Company and associated wholesale market prices for a representative

expected day in July of 2021.5 The Company also states that its resource adequacy and

reliability requirements are driven by an analysis of the top 90 hours in a year based on

2 Id. at 8:1-3.
3 Id. at 8:3-6.
4 Rebuttal Testimony of Brad J. Albert, at 21:16-17.
5 Id. at 22:619.
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l

2

load requirelnents.6 The Company states that all hours fall between hours ending at 2 p.m.

and 9 p.m.7 The Company argues that these analyses show that the on-peak window for

the Company is wider than it currently utilizes for ratemaking purposes, but that it offers

the current five-hour window to accommodate customer COI]V€I1i€I1C€.8

3

4

5

6 Q. Does the Company specifically respond to your request that the on-peak TOU window

be shortened to 4:00 p.m. to 7:00 p.m.?

A.

7

8

9

10

II

12

Yes. The Company argues that only 63 percent of the Company's top 90 hours fall within

this three-hour window." The Company argues that net loads on its system are still

significant from 3:00 p.m. to 4:00 p.m. and from 7:00 p.m. to 8:00 p.m., and that it is

important for the Company to manage loads during these periods.l° The Company

furthermore states that its loads are shiNing to later in the day, and that it expects this trend

to continue with additions of distributed solar resources on its system. I l

Q. Do you agree that the Company's analysis supports its argument of retaining the

existing five-hour on-peak pricing regimen?

A.

13

14

15

16

17

18

19

20

21

22

No. The Company's presentation of net loads expected for an average July 2021 day shows

that the Company expects its peak load to fall during the hour ending at 6:00 p.m.12

Likewise the surrounding hours ending 5:00 p.m. and 7:00 p.m. are expected to capture the

next highest load hours on the Company's system. Therefore, from this analysis my

proposed three-hour on-peak window would capture the top three hours of load expected

by the Company. Likewise, the Company's histogram distribution of its expected top 90

6 ld. at 22:23-26.
7 ld. at 23:2-3.
s ld. at 23:3-5.
9 ld. at 24:14-15.
10ld. at 24:16-19.
II cl. at 25:7-13.
12 cl. at 22:10-19.
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1

2

3

4

5

6

hours in 2021 shows that a plurality of these events are expected to fall during the two-

hour period 5:00 p.m. to 7:00 p.m., totaling 41 of 90 hours (45.6 percent).13 The next

highest occurrence being for the period 4:00 p.m. to 5:00 p.m. is expected to capture 16 of

the Company's top 90 highest load hours. In total my proposed three-hour window of 4:00

to 7:00 p.m. would capture an expected 57 of the Company's top 90 load hours for 2021,

or the referenced 63 percent. The Company's analysis finds a significant drop-off in the

expected occurrence of high load hours after 7:00 p.m., and a moderate drop for hours

before 4:00 p.m.

7

8

9

10 Addition of Super OfliPeak Rate

11

12

Q. Does the Company continue to support the creation of a super off-peak rate for

residential demand rate R-3?

A.13

14

15

16

Yes. The Company states that while it understands that the inclusion of the proposed super

off-peak period may be perceived as making the rate slightly more complicated, it believes

that the potential benefit outweighs this COI1CClI].14 Specifically, the Company notes that

the addition of the super off-peak period to its R-TOU-E rate increased the total amount of

energy consumed during super off-peak period from 17.8 to 18.7 percent of total energy

use.l5

17

18

19

2() Q. Do you find the Company's argument convincing?

A.21

22

23

24

No. The referenced increase represents an increase of only 0.9 percent, and is not

substantial, a point even the Company recognizes. 16 Furthermore, the referenced increase

in electric usage is ultimately irrelevant. TOU rates should be designed to discourage use

during on-peak periods, with reduced rate off-peak periods used to encourage customers to

13 Id. at 23:8-16.
14 Rebuttal Testimony of Jessica E. Hobbick at 32:22-24.
15 cl. at 32:1720.
16 cl. at 32:2022.
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1 shift use to these hours from its on-peak periods. Likewise, demand-based rates should be

2 designed to encourage higher load factors, or more consistent use across time periods. The

3

4

5

6

7

Company has not provided information showing the extent or even if this increase in use

during the referenced super off-peak period reduced use during on-peak periods (i.e. is the

result of load shifting and not simple total load growth). Based on the limited impact the

Company has found for load growth during super off-peak periods for R-TOU-E, it is

doubtful that the introduction of this rate element has led to significant load shifting from

8 on-peak hours.

9

10 Estimated Bill Impacts

11 Q.

12

Does the Company criticize the impact to customers from your proposed changes to

residential rates?

A.13

14

15

16

Yes. The Company states that the impact of adopting my proposed changes to residential

rate design would produce a broad range of bill impacts if adopted in their totality." The

Company states that these impacts can range from a 10 percent reduction in current base

rates to a 50 percent increase in base rates. 18

17

18 Q. Do you agree with the Company's criticism?

19 A.

2()

21

22

No. It is impossible to design rates that will be beneficial to all individual customers due

to the inherent heterogeneity in customer use, even among similarly situated customers

within a rate tariff. The Company's analysis shows that the majority of residential

customers will see future base rates that are lower than current, or at most 2.5 percent

23

24

25

higher. With regards to this last point, it should be recognized that the Company proposes

a net increase to base rates of 2.2 percent, meaning at least half of customers will see

benefits over existing rate structures. The Company states that residential customer bill

17 Id. at 33:3-9.
18 Icl. at 33:1020.
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impacts could be as much as a 50 percent increase in base rates, but the Company's own

analysis shows that this would only be true for one percent of current customers.

Q. Can some of the larger bill impacts be explained?

A. Yes. The Commission should recognize that the Company's analysis assumes customers

take service from the Company under their current tariff. These customers likely represent

customers taking service on inappropriate service tariffs and will have the option to change

service to a rate structure that better matches their usage profile. Specifically, all customers

will have the option of taking service through two demand rates, and TOU rates under my

proposed changes. Customers with average monthly usage less than 1,000 kwh a month

will be able to receive service under flat energy rates under my proposed changes.

CONCLUSIONS AND RECOMMENDATIONS

Q. Has your review of parties' testimony caused you to revise any of your

recommendations in this proceeding?

A. No. I continue to support the recommendations discussed in my Direct Testimony.

Q. Does this conclude your Surrebuttal Testimony?

A.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19 Yes, it does.
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EXECUTIVE SUMMARY
ARIZONA PUBLIC SERVICE COMPANY

DOCKET NO. E-01345A-19-0236

Margaret (Toby) Little's Surrebuttal Testimony presents the Arizona Corporation
Commission ("ACC" or "Commission") Utilities Division Staffs ("Staff") engineering review
and response to Arizona Public Service Company's ("APS" or "Company") Rebuttal Testimony
in APS's rate case filed with the Commission (Docket No. E-01345A-19-0236).

APS filed Rebuttal Testimony in this case on November 6, 2020. Ms. Little's testimony is
Staffs response to Mr. Jacob Tetlow's Rebuttal to Mr. Gunudatta Belavadi's Direct Testimony,
filed on October 2, 2020, presenting Staff's engineering review, conclusions and
recommendations. Mr. Belavadi is no longer with the Commission and Ms. Little adopts his Direct
Testimony as if it were her own. In his Rebuttal Testimony, Mr. Tetlow states that APS does not
support the recommended reliability targets for SAIFI and SAIDI, that APS has not found a strong
conelation between data relative to age and heat impacts on equipment that warrants
implementation of Staff's recommended targeted excessive heat impact and transformer failure
tracking program, and that APS does not support all of the detailed recommendations for annual
reporting requirements included in Mr. Belavadi's Direct Testimony. Mr. Tetlow suggests an
alternative format for annual data sharing, which he claims is less burdensome than Mr. Belavadi's
recommendations.

In her testimony, Ms. Little elaborates on Staffs reasons for its original recommendations
and reiterates that Staff believes the recommendations presented in Mr. Belavadi's Direct
Testimony are reasonable and appropriate and recommends that the Commission adopt them.
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1 INTRODUCTION

2 Q. Please state your name, occupation, and business address.

IA.3

4

My name is Margaret (Toby) Little. am employed by the Arizona Corporation

Commission ("ACC" or "Commission") as an Electric Utilities Consultant to the Utilities

5 My business address is 1200 West Washington Street, Phoenix,Division ("Staff").

Arizona 85007.6

7

8 Q. Briefly describe your responsibilities as an Electric Utilities Consultant.

A.9 Working as assigned on a case by case basis, I have performed engineering analyses for

10 financing and rate cases, coordinated and worked on Biennial Transmission Assessments,

II reviewed utilities' load curtailment plans and summer preparedness plans, performed

12 engineering analyses for line siting cases, and given testimony before the Commission and

13 Line Siting Committee. I.n addition, I have provided consultations on local and regional

14 electric system activities, and have represented Commission Staff on various committees.

15

16 Q, Please describe your educational background and professional experience.

IA.17

18

19

20

received my Bachelor of Science in Electrical Engineering from New Mexico State

University in 1972, and my Master of Science in Electrical Engineering (Electric Utility

Management Program) in 1979, also from New Mexico State University. I have been a

Registered Electrical Engineer since 1980.

21

22

23

24

25

26 My experience includes working in and

I have worked for the Commission as a state employee, then as a consultant for over ten

years. Prior to that, I had over 30 years of experience in the electrical engineering field,

working for San Diego Gas and Electric Company, Hawaiian Electric Company and

Anchorage Municipal Light and Power, and as a consultant with RW Beck and Associates,

a nationally recognized consulting firm.



Direct Testimony of Margaret (Toby) Little
Docket No. E-0 l345A- 19-0236
Page 2

1

2

3

supervising the system planning sections of electric utilities where I had responsibility for

distribution, transmission and resource planning as well as load forecasting. As a

consultant, I worked on transmission and resource plans for public utilities and performed

4 utility system analyses in support of financing.

5

6 Q. What is the scope of your testimony in this case?

A.7

8 I

The scope of my testimony is to present Staffs response to Mr. Jacob Tetlow's Rebuttal

to Mr. Gurudatta Belavadi's Direct Testimony, filed on October 2, 2020, which am

9 adopting.

10

11 APS OPERATIONS AND RELIABILITY

12 Q. Can you summarize Staff engineer, Guru Belavadi's recommendations?

A. Yes :13

1.14 Staff recommends that APS set its targets for SAIFI and SAIDI at 0.80 (number of

15 outages per year) and 75 minutes, respectively.

16

17 2. Staff recommends that within one year of a Decision in this case, APS docket a

18

19

report that details its load forecasts and actual power delivered from 2010 to 2020

and describe the reasons forecasts were inaccurate and what actions are being taken

20 to improve its forecasts year-over-year.

21
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1 3.

2

Staff recommends that APS submit a report annually, beginning one year from the

date of the Decision in this case, to Staff that includes: its system-wide Reliability

3

4

5

6

Indices ("RI"), the RI disaggregated by division and district, actions taken to

improve its RI, a summary of reliability programs that are in place to improve its

RI, and a summary of projects and facilities, and their costs, placed into service that

aim to improve reliability.

7

4.8

9

10

II

12

Staff recommends that within one year of a Decision in this case, APS develop and

implement a program(s) that investigates the impact of excessive heat on the outage

root causes listed in Table 10, and specifically targets reductions in frequency and

duration of outages that occur in areas susceptible to excessive heat. Fuithelmore,

Staff recommends that APS file a summary of the results of this prograrn(s)

13 annually, as a compliance item in this docket.

14

5.15 Staff recommends that APS be directed to meet with Staff annually to provide an

16 overview of its strategies to reduce outages in its Metro, Northeast, and Northwest

17 divisions .

18

6.19

20

21

Staff recommends APS expand its Transformer Failure Tracking program to track

the service life of the transformers at the time of failure, investigate the higher

transformer failure rate during the summer months and implement proactive

22 measures to reduce the same.

23
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Q. Did you review Jacob Tetlow's Rebuttal Testimony on behalf of APS regarding "APS

Operations and Reliability?"

Yes.A.

Q. Can you briefly summarize Mr. Tetlow's Rebuttal Testimony on behalf of APS

regarding Mr. Belavadi's recommendations?

Yes. Mr. Tetlow states that:A.

1. APS does not support the recommended reliability targets for SAIFI and SAIDI

(Mr. Belavadi's recommendation No. l).

2. APS has not found a strong correlation between data relative to age and heat

impacts on equipment that warrants implementation of Staff"s recommended

targeted excessive heat impact and transformer failure tracking program (Mr.

Belavadi's recommendation No. 4 and No. 6).

3. APS does not support all of the detailed recommendations for annual reporting

requirements included in Staff's testimony and, instead, suggests an alternative

format for annual data sharing, which is less burdensome (Mr. Belavadi's

recommendation No. 3 and No. 5).

1

2

3

4

5

6

7

8

9

10

II

12

13

14

15

16

17

18

19

20

21
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1 RELIABILITY TARGETS

2 Q.

3

Can you further explain Staff's position regarding reliability targets for SAIFI and

SAIDI?

A.4

5

6

7

8

9

10

II

12

As stated in Mr. Belavadi's testimony, in APS's previous rate case, Staff recommended a

SAIDI target of 75 minutes and SAIFI target of 0.80 "due to the evident emphasis that APS

places on maintaining a superior system performance and projects listed by APS that are

being implemented by June 30, 2017". Staff recognized the significant capital APS was

investing to maintain and improve reliability and further stated "all of these efforts come

at significant costs so the customers and the Commission should expect superior service

and reliability in the future." Staff continues to recognize that APS's capital spending on

projects intended to maintain or improve reliability comes at a significant cost and

therefore, believes that customers, Staff and the Commission should expect superior

13 service and reliability.

14

15 Mr. Tetlow states that setting additional and more stringent externally developed targets

16

17

can have unintended negative consequences. Instead, Mr. Tetlow states benchmarking as

a more widely regarded acceptable method to analyze performance.

18

19

20

21

Staff appreciates APS'scurrent target-setting process as explained by Mr. Tetlow. In fact,

Staff reviewed benchmarked data and concluded that the Company's service reliability

data is consistent with that of other utilities. However, when reviewing APS's reliability

22

23

24

25

26

data over the 2013-2019 period, outage durations have not improved in a meaningful way.

In the spirit of continuous improvement, Staff believes APS's target-setting process should

include benchmarking the utility against itself. Staffs recommended targets for SAIFI and

SAIDI (at 0.80 and 75 minutes, respectively) are targets, not mandates. Staff believes these

values should be objects of attention for APS to aim toward as it continues with capital
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1

2

spending on projects intended to maintain or improve reliability. These projects come at a

significant cost, and given this, customers, Staff and the Commission expect superior

3 service and reliability.

4

5

6

7

8

9

10

II

Staffis monitoring APS's service reliability trends and associated investments and believes

this is a topic of interest to the Commission. These targets indicate a desire from Staff to

see the Company adopt clear goals that encourage continuous improvement, with the

understanding that if targets are or are not reached, Staff expects that APS would provide

a reasonable explanation as to why. Ultimately, Staff believes these explanations, and

associated infonnatioh, would help keep Staff and the Commission informed regarding

APS's future investment in plant items and APS's changes in operations.

12

13

14

15

16

Mr. Tetlow states that, "Given APS's expansive and diverse service territory, external

setting of reliability targets could diminish the Company's ability to dynamically manage

operational risk and system reliability based on the unique circumstances that may change

or develop throughout a given year or over years."

17

18

19

20

21

22

Staff does not believe the recommended targets diminish the Company's ability to manage

its operational risk and system reliability. Ultimately, APS is responsible for providing

safe and reliable service to its customers and has the management discretion to take action

to ensure safe and reliable service. Therefore, in the event that Staff"s recommended targets

are adopted, Staff expects that APS would provide a reasonable explanation for why it did

23 or did not meet the targets.

24

Mr. ordrive25 setTetlow also states that, unintended system"Externally maytargets

on26 placing unnecessary pressurecustomer affordability consequences by system
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1

2

performance without validation of other variable factors and cost control mechanisms. For

that reason, APS does not recommend setting new targets that do not account for

3

4

environmental variability or the careful balance of investment to maintain customer

affordability paired with reliability."

5

6

7

Staff expects APS to strive toward continuous improvement in its service quality while

balancing customer affordability. Staff does not believe the recommended targets diminish

8

9

10

II

12

APS's management discretion to take action to balance customer affordability. Therefore,

regardless of whether Staff's recommended targets are adopted, Staff expects that future

discussions of reliability metrics should include information from the Company related to

environmental variability and the Company's "careful balance of investments to maintain

customer affordability paired with reliability."

13

14 REPORTING REQUIREMENTS

15 Q. Can you discuss Staff's position regarding the "careful balance of investments to

16 maintain customer affordability" as it relates to reliability?

17 A. Yes. Staff would like to understand how the Company is making investments to maintain

18 In fact, this is the basis for Staff'scustomer affordability as it relates to reliability.

19 recommendation that APS submit a report annually to Staff that includes: system-wide

20 reliability indices ("RI"), a summary of reliability programs that are in place to improve its

RI;21 and a summary of projects and facilities, and their costs, placed into service that aim to

22 In addition, Staff recommends that APS file an overview of itsimprove reliability.

23 strategies to reduce outages in the Metro, Northeast and Northwest divisions.

24

25

26

Mr. Tetlow states that APS has the "eighth largest geographic footprint of any U.S. utility"

and APS has an "expansive service territory." This is precisely why annual reporting
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1

2

3

would be beneficial to customers, Staff, and the Commission. Regular annual detailed

filings, as recommended by Staff, would help keep interested stakeholders informed with

regard to how APS is investing in reliability and what service quality customers are getting

4 in return for that investment.

5

6 EXCESSIVE HEAT AND TRANSFORMER FAILURES

7 Q.

8

Can you further explain Staff's position regarding targeted excessive heat impact and

transformer failure tracking program"

A.9 Yes, however it is impoitant to discuss these recommendations separately as the

10 Company's testimony appeared to tie these programs together.

II

12 First, as stated in Mr. Belavadi's testimony, "Staff notes that Summer 2020 in Arizona was

13 warmer than usual and broke several records, including hottest summer, most 90-degree

14

15

16

17

18

nights, most 110-degree days, and more excessive heat warnings for Phoenix, to name a

few. Staff believes that excessive heat could impact some of the root cause categories

mentioned in Table 10 and could potentially be a factor for an increase in the number of

outages experienced by customers. In addition, the frequency and duration of outages that

occur during times of excessive heat should be minimized with great effort."

19

20

21

22

23

24

In review of Mr. Tetlow's rebuttal testimony, it is not clear whether APS supports this

recommendation, but Staff would like APS to provide more clarity. Staff believes APS

should focus 011 reducing the frequency and duration of outages that occur in areas

susceptible to excessive heat in addition to work undertaken to investigate the impact of

excessive heat on the outage root causes listed in Table 10 of Mr. Belavadi's Direct

25 Testimony .

26
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1

2

3

4

5

In Mr. Tetlow's testimony, he states "the Company has not discovered any strong

correlation between transformer age and impacts of heat to warrant a more targeted

approach to addressing these impacts." Staff believes it is imperative that APS develop

and implement a program(s) that investigates the impact of excessive heat on the outage

root causes listed in Table 10 of Mr. Belavadi's Direct Testimony.

6

7

8

9

Secondly, from Staffs understanding, APS is implementing a "Transformer Failure

Tracking" program . In Staff's analysis, it was determined that APS does not track the age

of the transformers at the time of failure. Staff believes that APS should track this metric

10 as well as others to investigate reasons for the higher transformer failure rate during the

II summer months and implement proactive measures [0 reduce the same.

12

13 CONCLUSIONS

14 Q. Please reiterate Staff's position regarding the recommendations presented in Mr.

15 Belavadi's Direct Testimony.

16 A. Staff believes the recommendations presented in Mr. Belavadi's Direct Testimony are

17 reasonable and appropriate and recommends that the Commission adopt them.

18

19 Q. Does this conclude your testimony?

A.20 Yes .
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EXECUTIVE SUMMARY
ARIZONA PUBLIC SERVICE COMPANY

DOCKET NO. E-01345A-19-0236

On behalf of the Arizona Corporation Commission ("ACC" or "Commission") Utilities
Division Staff ("Staff"), Mr. Matt Connolly's Surrebuttal Testimony responds to Arizona Public
Service Company's ("APS") witness' comments regarding proposed disclaimers for the rate
comparison tool. Additionally, Staff supports the adoption of the proposed changes to the culTent
APS's Plan Names as detailed in Commission Staff Rate Design Testimony filed on October 9,
2020.
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1 INTRODUCTION

2 Q. Please state your name, occupation, and business address.

A.3

4

5

My name is Matt Connolly. I am an Executive Consultant III employed by the Arizona

Corporation Commission ("ACC" or "Commission") in the Utilities Division ("Staff").

My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

6

7 Q.

8

Are you the same Matt Connolly who filed Direct Testimony in this proceeding on

October 2, 2020, as a member of Staff?

A.9 Yes, I am.

10

11 Q. What is the purpose of your Surrebuttal testimony?

A.12

13

14

15

The purpose of this Surrebuttal Testimony is to respond to the Rebuttal Testimony of

Arizona Public Service Company ("APS") witness Ms. Jessica Hobbick where it is focused

on proposed disclaimers to improve the rate comparison tool as well as to comment on

proposed changes to rate plan names.

16

17 RATE COMPARISON TOOL DISCLAIMERS

18 Q. What are the rate comparison tool disclaimers?

19 A.

20

21

To review, as I previously stated in my Direct Testimony, as a result of its investigation

and analysis, energytools proposed APS implement five (5) recommended disclaimers

related to the usage of the rate comparison tool. My testimony recommended all five be

implemented by APS but Ms. Hobbick did not believe the following two (2) are necessary:

l.

22
23
24
25
26
27

Ratepayer forecasts are established based on average usage,
therefore, consumers should be informed that any considerable
changes in their actual usage cannot possibly be accounted for by
the new rate comparison web tool.



Surrebuttal Testimony of Matt Connolly
Docket No. E-01345A- 19-0236
Page 2

4.1 Rate tool recommendations are based on normal weather patterns
and, a result, any statistically uncommon weather patterns cannot
be forecasted and considered when determining a most economical
rate plan.

2
3
4
5

6 Q.

7

8

What is Staff's response to Ms. Hobbick's comment that the following proposed

energytools disclaimer is "not appropriate because the rate comparison tool uses

actual customer historical usage to calculate what the bills would have been on each

9 alternative plan."?

A.10 To recap, below is the proposed disclaimer (#1) proposed by energytools and which Staff

is supporting be implemented by APS :

1. Ratepayer forecasts are established based on average usage,
therefore, consumers should be informed that any considerable
changes in their actual usage cannot possibly be accounted for by
the new rate comparison web tool.

11
12
13
14
15

16
17

18

19

20

21

22

23

Staff is not disputing that the rate comparison tool uses actual historical usage in its

calculations and believes it is appropriate for the tool to do so. However, Staff also believes that

it is important for customers to understand that looking at past usage may not be indicative of what

future energy usage may be. For example, an increase or decrease in household members may be

an unusual historical event that might have impact on usage and therefore what plan the tool might

suggest the customer select. The disclaimer is simply a way for customers to be aware and make

more informed decisions.24

25 However, to address what appears to be some confusion on this matter, Staff proposes a

clarified version of this disclaimer to look as follows:

The. Ratepa3=e1-43oFeeastsaieestabhshedlaasedonawerage-usage
rate comparison tool is based on actual historical usage,
therefore, consumers should be informed that any considerable
changes in theiieaetual--usage the future cannot possibly be
accounted for by the new rate comparison web tool.

26
27
28
29
30
31
32
33
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1 Q.

2

What is Staff's response to Ms. Hobbick's comment that the following proposed

Energytools disclaimer is not necessary as "the tool uses actual historical usage""

3 A. Again, to recap, below is the proposed additional disclaimer (#4) proposed by energytools

and which Staff is supporting be implemented by APS :

4.

4
5
6
7
8
9

Rate tool recommendations are based on normal weather patterns
and, as a result, any statistically uncommon weather patterns cannot
be forecasted and considered when determining a most economical
rate plan.

10

11

12

13

14

Again, Staff is not disputing that the rate comparison tool uses actual historical usage in its

calculations. However, it is important for customers to be aware that unusual past or future

weather events might have impact on usage. The disclaimer is another way for APS to

heighten awareness and educate customers to make more informed decisions.

15

RATE PLAN NAMES16

17 Q. What are Staff's recommendations regarding changes to APS's rate plan names?

A.18

19

20

21

After review of the Rate Design Testimony filed on October 9, 2020, on behalf of Staff,

specifically the section found on page 46 entitled Adopt Names for the Residential Rates

that are Easier-to-Understand. Staff is in support of Commission adoption of the

recommendations found in that section. Specifically, as taken directly from that testimony,

those recommendations are the following:

1. Brand names should effectively communicate the service that is being
provided through the tariffed rate,

2. Brand names should effectively communicate the feature Ol features that
distinguish the rate in question from other rate options available to
customers,

3 .

22
23
24
25
26
27
28
29
30
31 Branded names should be effectively descriptive yet easy to understand.
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1 Q. Are you recommending that APS file its new rate plan names that meet these criteria

in its Rejoinder Testimony?

Yes. This will allow parties and the Commission to comment on the names selected and

whether they meet the identified criteria.

Q. Does this conclude your Surrebuttal Testimony?

2

3 A.

4

5

6

7 A. Yes .


